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Docket No. 37821

APPEARANCES
For Taxpayer:

THOMAS R. DEMPSEY, Esq.

A. CALDER MACKAY, Esq.

For Comm'r:

R. W. WILSON, Esq.

ELDEN McFARLAND, Esq.

KECK INVESTMENT COMPANY,
Petitioner,

vs.

COMMISSIONER OF INTERNAL, REVENUE,
Respondent.

DOCKET ENTRIES
1928

Apr. 26—Petition received and filed. Taxpayer

notified. (Fee paid.)

'' 27—Copy of petition served on General

Counsel.

June 25—Answer filed by General Counsel.

July 25—Copy of answer served on taxpayer. Cir-

cuit Calendar.

1932

Apr. 27—Hearing set for week of June 13, 1932 at

Los Angeles, California.

June 14—Hearing had before Mr. Smith on merits.

Submitted. Amendment to petition re-

ceived and served. Stipulation of facts

filed. Briefs due in 60 days. Called on

calendar of June 13, 1932.
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1932

Aug. 12—Motion for 60 days extension to file Brief

filed by General Counsel. 8-15-32 granted.

Oct. 10—Motion for 60 days extension to file Brief

filed by taxpayer. 10/11/32—Granted as

to both parties 12/12/32.

** 11—Motion for 40 days extension after re-

ceipt of transcript to file Brief filed by

General Counsel.

Dec. 6—Order granting both parties until Jan. 11,

1933 to file briefs entered.

1933

Jan. 6—Motion for extension of 60 days to file

briefs filed by General Counsel. 1-11-33

granted.

'* 9—Proposed findings of fact and Brief filed

by taxpayer.

Mar. 14—Motion for extension to 5/1/33 to file

Briefs filed by General C^ounsel. 3/15/33

granted.

May 2—Motion for extension to 7/1/33 to file

Briefs filed by General Counsel. 5/5/33

granted.

May 6—Transcript of hearing June 14, 1932 filed.

July 1—Brief filed by General Counsel.

Oct. 24—Findings of fact and opinion rendered,

Charles P. Smith, Div. 5. Judgment will

be entered for the respondent.
*' 25—Decision entered. Charles P. Smith,

Div. 5.
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1934

Jan. 22—Petition for review by U. S. Cir. Ct. of

Ap. 9 with assignments of error filed by

taxpayer.

" 22—Proof of service filed by taxpayer.

Mar. 17—Motion to enlarge time to May 22, 1934

for transmission and delivery of record

filed by taxpayer.

" 17—Order enlarging time to 5-22-34 for prep-

aration of evidence and delivery of rec-

ord entered. [1*]

Apr. 20—Statement of evidence lodged.

'' 20—Praecipe filed, proof of service thereon.

'* 20—Notice of lodgment of statement of evi-

dence with hearing set 5/4/34 filed.

" 21—Notice of change of hearing from May 4,

1934 to May 9, 1934.

May 9—Hearing had before Mr. Marquette on ap-

proval of statement of evidence. Referred

to Mr. Smith for approval.

May 9—Statement of evidence approved and

ordered filed.

** 22—Order enlarging time to July 16, 1934 for

transmission and delivery of record

entered. [2]

*Page numbering appearing at the foot of page of original certified
Transcript of Record.
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United States Board of Tax Appeals

Docket No. 37821

KECK INVESTMENT COMPANY,
Petitioner,

vs.

COMMISSIONER OF INTERNAL REVENUE,
Respondent.

PETITION.

The above named Petitioner hereby appeals from

the determination of the Respondent set forth in

his deficiency letter dated February 27, 1928, IT:

FAR:A-6 OAB-60D and as the basis of this pro-

ceeding alleges as follows:

I.

Petitioner is a corporation duly organized and

existing under and by virtue of the laws of the

State of California, with its principal place of

business at Los Angeles, California, and at all

times has filed its annual income tax return with

the United States Collector of Internal Revenue

at Los Angeles, California.

II.

Said deficiency letter, copy of which is attached

hereto, marked "Exhibit A" was mailed to Peti-

tioner on February 27, 1928.
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III.

The taxes in controversy are income and prof-

its taxes for the calendar year 1923 amounting

to the sum of $44,047.19.

IV.

The determination of the taxes set forth in said

deficiency letter is based upon the following er-

rors:

(a) The Respondent erred in refusing to al-

low as a deduction the sum of $250,594.50 rep-

resenting a loss sustained by Petitioner during

the [3] year on account of the sale and exchange

of certain shares of stock.

(b) The Respondent erred in holding that Peti-

tioner was availed of for the purpose of evading

the imposition of surtax upon its stockholders in

that it retained an unreasonably large portion of

its net earnings for the year 1923.

V.

The facts upon which Petitioner relies as the

basis of this proceeding are as follows:

(1) Petitioner was incorporated during the

year 1922 under the laws of the State of Cali-

fornia and ever since said time has been and now

is a corporation with its principal place of busi-

ness at 1100 National City Bank Building, Los

Angeles, California; since its organization it has

filed its annual income tax returns with the United

States Collector of Internal Revenue at Los An-

geles, California.
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(2) Petitioner on or about November 17, 1922,

in exchange for 19,997 shares of its capital stock

acquired certain properties, among which were

321,275 shares of the capital stock of the Miley-

Keck Company, a corporation; at the time these

shares of the capital stock of the Miley-Keck Com-

pany were acquired by Petitioner, they had a mar-

ket value of $1,535,694.50, which value has been

agreed to by the Respondent; Petitioner during

the year 1923 exchanged the 321,275 shares of the

capital stock of the Miley-Keck Company for

27,937 shares of the capital stock of the Pacific

Oil Company, a corporation. At the time Peti-

tioner acquired the capital stock of the Pacific Oil

Company as aforesaid, it had a fair market value

of not to exceed $1,285,100.00 which the Respond-

ent has conceded is the cost price of said stock.

The exchange by Petitioner of the stock of the

Miley-Keck Company for the capital stock of the

Pacific Oil Company was not made pursuant to a

plan [4] of reorganization but was an exchange

of stock for stock upon which a taxable gain or

loss resulted; consequently, since the capital stock

of the Miley-Keck Company cost the Petitioner

the sum of $1,535,694.50 and it sold and exchanged

said stock for stock having a market value of only

$1,285,100.00 Petitioner sustained a deductible loss

of $250,594.50 which Respondent erroneously and

illegally refused to allow\

(3) The Respondent erroneously and illegally

has ruled that Petitioner was availed of for the
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purpose of evading- the imposition of surtax upon

its stockholders in that it retained a large portion

of its net income for the year 1923 and has imposed

the tax provided by Section 220 of the Revenue

Act of 1921 ; the Respondent 's determination of

the violation of the foregoing provisions of the

Revenue Act of 1921 was based upon certain bal-

ance sheets submitted by Petitioner with its income

tax return for the years 1922 and 1923 and the

Respondent in making his determination erroneous-

ly and illegally failed and neglected to take into

consideration the true value of Petitioner's assets

as reflected in its balance sheets.

(4) Petitioner's balance sheet for the year end-

ing December 31, 1922 as submitted with its in-

come tax return for that year showed an earned

surplus of $498,721.12 and its balance sheet at the

end of the year 1923 as submitted with its re-

turn for that year showed an earned surplus of

$657,397.07. The book value of Petitioner's invest-

ment in the Keck Drilling Corporation amounted

to $500,000.00, which value was reflected in Peti-

tioner 's balance sheets for the years 1922 and 1923

;

at December 31, 1922 Petitioner had sustained an

actual loss on its investment in the Keck Drilling

Corporation of $331,106.97 which through inad-

vertence was not deducted from Petitioner's earn-

ed surplus as shown in Petitioner's returns for

the years 1922 and 1923. During the year 1923

Petitioner sustained a loss of [5] $250,594.50 on

account of the sale of its asset investment in the

capital stock of the Miley-Keck Oil Company which
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was not deducted from Petitioner's earned surplus

and was not reflected in its balance sheet for the

year 1923; Petitioner during the year 1923 sus-

tained a loss in its asset investment in the Keck
Drilling Corporation of $46,504.44 which was not

deducted from its earned surplus as shown by its

balance sheet at December 31, 1923; Petitioner's

true earned surplus at December 31, 1922 did not

exceed $167,604.15; during the year 1923 Peti-

tioner sustained from operations a total loss of

$38,978.55 and its true earned surplus available for

distribution to its stockholders at December 31,

1923 did not exceed $29,191.16.

(5) Petitioner during the year 1923 and in

subsequent years was the largest individual stock-

holder in the Superior Oil Company, a corporation

;

during the year 1923 the Superior Oil Company

had no credit standing and was unable to raise

funds sufficient to carry on its operations. The

financing of the Superior Oil Company, therefore,

fell largely upon Petitioner and Petitioner, to-

gether with certain of its associates, during that

year and subsequent years did actually finance the

operations of the Superior Oil Company; at De-

cember 31, 1923 Petitioner held notes of the Su-

perior Oil Company for cash advanced to it by

Petitioner in the sum of $74,650.00; Petitioner's

cash advances to the Superior Oil Company at

December 31, 1924 amounted to the sum of

$310,204.60 and at December 31, 1925 Petitioner's

cash advances to the Superior Oil Company

amounted to the sum of $395,204.60. Beside the
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foregoing commitments and responsibilities of the

Petitioner it had numerous other obligations and

commitments which necessitated its retaining all

of its earnings for the purpose of continuing its

policies and protecting its investments.

(6) Petitioner during the year 1923 could not

have distributed any [6] of its earned surplus

without materially injuring its financial status

and without materially weakening its investments

and retarding its normal and usual growth; had

Petitioner distributed its book surplus as shown

by its balance sheet at December 31, 1923, it would

have made a distribution out of capital and not

earnings and in violation of the laws of the State

of California.

WHEREFORE it is prayed that the Board hear

and determine this appeal and render judgment in

accordance with the foregoing.

THOMAS R. DEMPSEY
HOWARD W. REYNOLDS
A. CALDER MACKAY

Attorneys for Petitioner

508 Security Building,

Los Angeles, California. [7]

State of California

County of Los Angeles.—ss.

F. D. Jones, being first duly sworn, deposes and

says: That he is Assistant Secretary of Keck

Investment Company, the Petitioner above named

and makes this verification for and on behalf of

said corporation; that he has read the foregoing
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Petition and knows the contents thereof and that

the same is true of his own knowledge except the

matters which are therein stated to be upon infor-

mation and belief and that as to those matters he

believes it to be true.

F. D. JONES

Subscribed and sworn to before me this 21st

day of April, 1928.

[Seal] LYNN V. CABAN
Notary Public in and for said County

and State.

My commission expires October 27, 1929. [8]

EXHIBIT A

TREASURY DEPARTMENT
WASHINGTON

Office of

Commissioner of Internal Revenue

Feb. 27, 1928

Keck Investment Company,

1100 National City Bank Building,

Los Angeles, California.

Sir:—

In accordance with Section 274 of the Revenue

Act of 1926 you are advised that the determination

of your tax liability for the year 1923 discloses a

deficiency of $44,047.19 as shown in the attached

statement.
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The section of the law above mentioned allows

you an appeal to the United States Board of Tax

Appeals within sixty days from the date of the

mailing of this letter. However, if you acquiesce in

this determination, you are requested to execute

the enclosed Form A and forward it to the Com-

missioner of Internal Revenue, Washington, D. C,

for the attention of IT:C:P-7.

Respectfully,

D. H. BLAIR,
Commissioner

By C. B. ALLEN,
Deputy Commissioner

Enclosures

:

Statement

Form A
Form 882 [9]

STATEMENT.
IT:FAR:A-6
OAB-60D

In re: Keck Investment Company,

1100 National City Bank Building,

Los Angeles, California

Year Deficiency in Tax

1923 $44,047.19

In arriving at the above determination due con-

sideration has been given your protest dated No-

vember 18, 1927 against the findings shown by the

agent in his report covering the years 1923, and

1924.
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You are advised that after consideration of the

evidence submitted relative to the sale of the Milej-

Keck Company stock owned and sold by you in the

year 1923, inasmuch as this stock was sold for a

price of $1,285,100.00, this being the cost to the

transferor of this stock in 1922, the date of its

acquisition, this transaction resulted in no taxable

gain or loss. Furthermore the information on file

discloses that inasmuch as the stock of the Keck

Investment Company is closely held, and whereas

balance sheets submitted with your return for the

year 1923 disclose the fact that you received during

the year, taxable income and nontaxable dividends

in the aggregate amount of $226,188.76, and dis-

tributed to your stockholders within the year divi-

dends aggregating only $50,000.00, this office holds

that your corporation was availed of for the pur-

pose of evading the imposition of surtaxes upon its

stockholders and that the tax imposed by Section

220 of the Revenue Act of 1921 attaches to the

year 1923. The tax as imposed by Section 220 is

computed as follows:

Net income as disclosed by return $79,222.32

Add:

Dividends received 146,966.44

Total $226,188.76

Deduct

:

Dividends paid 50,000.00

Income undistributed $176,188.76

[10]
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25% tax imposed by Section

220 on $176,188.76 $44,047.19

Income tax. Section 230 on

$79,222.32 at 121/2% 9,902.79

Total tax liability $53,949.98

Original tax assessed,

Account #401980 9,902.79

Deficiency $44,047.19

Due to the fact that the statute of limitations

will presently bar any assessment of additional

tax against you for the year 1923, the Bureau will

be unable to aftord you an opportunity to discuss

your case before mailing formal notice of its deter-

mination as provided by Section 274 of the Reve-

nue Act of 1926. It is necessary at this time, in

order to protect the interests of the Government,

to issue this notice of deficiency.

Payment of the deficiency in tax should not be

made until a bill is received from the Collector of

Internal Revenue for your district, and remittance

should then be made to him.

[Endorsed] : United States Board of Tax Ap-

peals. Filed Apr. 26, 1928. [11]
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[Title of Court and Cause.]

ANSWER.

The (Commissioner of Internal Revenue by his

attorney, C. M. Charest, General Counsel, Bureau

of Internal Revenue, for answer to the petition

filed in the above-entitled appeal, admits and denies

as follows:

I.

Admits that petitioner is a corporation duly or-

ganized and existing under and by virtue of the

Laws of the State of California, with its principal

place of business at Los Angeles, California. Denies

the remaining allegations of paragraph I of the

petition.

II.

Admits the allegations of paragraph II of the

petition.

III.

Admits the allegations of paragraph III of the

petition.

IV.

(a), (b) Denies that the respondent erred as al-

leged in subparagraphs (a) and (b) of paragraph

IV of the petition.

V.

(1) Admits that petitioner was incorporated

during 1922 under the [12] laws of the State of

California. Respondent has neither knowledge nor

information sufficient to form a belief as to the

remaining allegations of subparagraph (1) of para-

graph V and therefore denies the same.
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(2) Admits that petitioner issued shares of its

capital stock in exchange for certain properties in-

cluding the assumption of certain liabilities among

which properties were certain shares of the capital

stock of the Miley-Keck Company. Respondent

has neither knowledge nor information sufficient to

form a belief as to the date of such transaction, the

number of shares of capital stock issued by peti-

tioner and the number of shares of capital stock

by the Miley-Keck Company acquired by petitioner

and therefore denies the allegations with respect

thereto. Denies each and every other allegation con-

tained in subparagraph (2) of paragraph V of the

petition.

(3) Admits that the respondent has held that

petitioner was availed of for the purpose of evading

the imposition of surtax upon its stockholders and

that petitioner retained a large portion of its net

income for the year 1923. Admits that respondent

has imposed the tax provided by Section 220 of the

Revenue Act of 1921, but denies that such holding by

the respondent was erroneous or illegal. Denies

each and every other allegation contained in sub-

paragraph (3) of paragraph V of the petition.

(4), (5), (6) Denies the allegations set forth in

subparagraphs (4), (5) and (6) of paragraph V of

the petition.

Denies generally each and every allegation con-

tained in the petition not hereinbefore specifically

admitted or denied.
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"WHEREFORE it is prayed that the petitioner's

appeal be denied.

(Signed) C. M. CHAREST,
General Counsel,

Bureau of Internal Revenue.

Of Counsel:

IRWIN R. BLAISDELL,
Special Attorney,

Bureau of Internal Revenue.

HDT-crp

[Endorsed] : United States Board of Tax Ap-

peals. Filed Jun. 25, 1928. [13]

[Title of Court and Cause.]

AMENDMENT TO PETITION.

Comes now the Petitioner and having first ob-

tained leave of the Board amends its Petition hereto-

fore filed herein by adding the following para-

graphs :

IV.

(c) The Respondent erred in the computation

of the tax asserted to be due under Section 220 of

the Revenue Act of 1921.

V.

(7) The Respondent erroneously and illegally

computed the tax asserted to be due under the

provisions of Section 220 of the Revenue Act of

1921 in that he computed a tax of 25% on an amount

equal to the net income of Petitioner plus divi-

dends received by Petitioner from domestic corpora-
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tioiis less the amount of dividends paid by Peti-

tioner during the said year instead of a tax of 25%
upon Petitioner's net income for the year 1923 as

provided by Section 220 of the Revenue Act of

1921.

WHEREFORE, Petitioner prays that the Board

hear and determine this appeal and render judg-

ment in accordance with the foregoing. Petitioner

prays for such other and further relief as may be

deemed meet and proper in the premises.

THOMAS R. DEMPSEY
A. CALDER MACKAY

Attorneys for Petitioner.

1104 Pacific Mutual Building,

Los Angeles, California. [14]

State of California

County of Los Angeles.—ss.

William M. Keck, being duly sworn, deposes and

says : That he is the President of Keck Investment

Company, the Petitioner named in the foregoing

Amendment to Petition; that he is duly authorized

to verify the same; and that he has read the fore-

going Amendment to Petition and is familiar with

the statements contained therein, and that the facts

stated are true as he verily believes.

WILLIAM M. KECK
Subscribed and sworn to before me this 14th day

of June, 1932.

THOMAS J. DAVIS
Division Clerk,

U. S. Board of Tax Appeals.
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ANSWER TO AMENDMENT TO PETITION.
(Read into the Record June 14, 1932.)

****Mr. WILSON: May the record show the

denial of each and every allegation of fact contained

in the bill.

The MEMBER: Yes, the record will show that.

[Endorsed]: United States Board of Tax Ap-

peals. Filed at hearing June 14, 1932. [15]

[Title of Court and Cause.]

Docket No. 37821. Promulgated October 24, 1933.

In 1922 the petitioner issued 19,997

shares of its capital stock and assumed

notes payable of $455,000 in exchange for

321,275 shares in the Miley-Keck Oil Co.

and other assets. The Miley-Keck Oil Co.

stock was placed upon its books of account

at a value of $1,285,100. In 1923 the peti-

tioner exchanged 321,275 shares of stock

in the Miley-Keck Oil Co. for capital stock

in the Pacific Oil Co., having a readily

realizable market value of $1,285,100 at

the time of the exchange. Held, that the

petitioner sustained no deductible loss

upon the exchange. Held, further, that the

petitioner was availed of for the purpose

of preventing the imposition of the surtax
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upon its stockholders through the medium

of permitting its gains and profits to ac-

cumulate instead of ])eing divided or dis-

tributed and that it is liable to corporation

tax equal to 25 per centum of the amount

of its net income imposed by section 220

of the Revenue Act of 1921.

Thomas R. Dempsey, Esq., and A. Calder Mackay,

Esq., for the petitioner.

R. W. Wilson, Esq., for the respondent.

This is a proceeding for the redetermination of a

deficiency in corporation income tax provided for

by section 220 of the Revenue Act of 1921 in the

amount of $44,047.19. The points in issue are:

(1) Whether the petitioner sustained a loss

during the year 1923 of $250,594.50 on account of

the exchange by it of stock in the Miley-Keck Oil

Co. for stock in the Pacific Oil Co.

(2) Whether the petitioner was availed of in

1923 for the purpose of preventing the" imposition of

the surtax upon its stockholders through the me-

dium of permitting its gains and profits to accumu-

late instead of being divided or distributed.

(3) Whether the respondent erred in the compu-

tation of the tax asserted to be due under section

220 of the Revenue Act of 1921.

FINDINGS OF FACT.
1. On November 17, 1922, the petitioner was in-

corporated under and by virtue of the laws of the

State of California, and ever since [16] has been
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and now is a corporation, with its principal place of

business at Los Angeles.

2. William M. Keck and Alice B. Keck were the

owners of certain property hereinafter described

which they, on or immediately prior to November

17, 1922, offered to transfer to petitioner in consid-

eration of the issuance to them of 19,997 shares of

petitioner's capital stock and the assmnption by

petitioner of liabilities for notes payable in the smn

of $455,000. The description of the property so

offered and the price at which oifered (payable as

above indicated) are as follows:

625,000 shares of the capital stock of Superior Oil Co. $625,000

5,000 shares of the capital stock of Star Petroleum Co. 70,000

999,980 shares of the capital stock of Keck Drilling

Corporation 500,000

.321,275 shares of the par value of $1 each of the

capital stock of Miley-Keck Oil Co 1,285,100

Total stocks 2,480,100

Notes receivable 150,000

The petitioner accepted the offer and on Novem-

ber 17, 1922, the aforesaid stocks and notes receiv-

able weie duly transferred and assigned to the peti-

tioner and it in turn issued to W. M. Keck and

Alice B. Keck, in equal proportions, 19,997 shares

of the par value of $100 each of its capital stock,

and assumed liabilities represented by notes pay-

able in the total sum of $455,000. In addition to

tlie aforesaid 19,997 shares so issued, petitioner also

issued three shares of its capital stock for cash at

par, namely, $100 per share. The petitioner's bal-
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aiice sheet as taken from its books as of November

17, 1922, and immediately thereafter reflected the

following

:

Assets :

Cash $300

Notes receivable 150,000

Investments

:

Superior Oil Co. St6ck $625,000

Keck Drilling Corporation stock 500,000

Star Petroleum Co. stock 70,000

Miley-Keck Co. stock 1,285,100

2,480,100

Total assets 2,680,400

Liabilities :

Notes payable 45.3,000

Capital stock 2,000,000

Paid-in surplus 175,400

Total liabilities 2,630,400

3. In July 1923 the petitioner exchanged the

321,275 shares of stock of the Miley-Keck Oil Co.

for capital stock of the Pacific Oil [17] Co. having

a readily realizable market value of $1,285,100 at

the time of the exchange. The exchange was not in

pursuance of any plan of reorganization and peti-

tioner was not in control of the Pacific Oil Co.

immediately after the exchange. The Pacific Oil Co.

stock so received by petitioner was entered upon

its books at $1,285,100 and no gain or loss upon the

exchange was reflected on petitioner's books.

4. The Miley-Keck Oil Co. at November 17, 1922,

owned oil and gas leases on 60 separate parcels of

land in sections 34 and 35, T 5 S., R. 11 W. and

Section 2, T. 6 S., R. 11 W. in Huntington Beach
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Townsite and contiguous thereto in Orange County,

California. All of these leases were dated October

20, 1920. On November 17, 1922, the total liabilities

of the Miley-Keck Oil Co. exceeded the fair market

value of all of its other properties by the sum of

$357,368.35. On November 17, 1922, the authorized

and outstanding capital stock (all common) of the

Miley-Keck Oil Co. amounted to 1,000,000 shares of

the par value of $1 each.

5. Comparative balance sheets for the year

under consideration, taken from petitioner's books,

together with increases and decreases in balance

sheet accounts, follow:

ASSETS Jan. 1, 1923 Dec. 31, 1923 Increase Decrease

Cash $ 1,208.64 $ 30,467.71 $ 29,259.07

Accounts receivable:

W. M. Keck (25,000.00) 27,419.09 52,419.09

Notes receivable:

M-K Oil Co 275,000.00 150,000.00 $ 125,000.00

Sup. Oil Co 74,650.00 74,650.00

Keck Drill Co 10,000.00 10,000.00

Star Pet. Co 20,000.00 20,000.00

Investments:
Sup. Oil Co 625,000.00 930,012.00 305,012.00

M-K Oil Co 1.285,100.00 (a) 1,285,100.00

Star Pet. Co 70,000.00 70,000.00

Keck Drill Co 500,000.00 400,355.96 (b) 99,644.04

Pac. Oil Co (a)l, 285,100.00 1,285,100.00

W. M. K. Drill Co (c)l.OO 1.00

Brock & Co 15,000.00 15,000.00

Accrued interest 2,812.48 2,812.48

Total 2,754,121.12 2,923,005.76

INABILITIES & CAPITAL
Notes payable $ 80,000.00 $ 75,000.00 $ 5,000.00

Acfount.s payable 5,002.50 $ 5,002.50

Accruals 302.40 302.40

Reserve 1923 Fed. tax 9,902.79 9,902.79

Capital stock 2,000,000.00 2,000,000.00

Surplus:
Donated 175,400.00 175,401.00 (c) 1.00

Earned 498,721.12 657,397.07 168,675.95

Total 2,754,121.12 2,923,005.76 1,776,441.16 1,776,441.16

(a) Exchange of stock for stock.

(b) Liquidating dividend received.

(c) Donated stock.

[18]
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(6) An analysis of the surplus account, as shown

by the books, is as follows

:

Taxable Net Nontaxable Unallowable
Income Income Total Deductions Net Profit

$79,222.32 $146,966.4-1 $226,188.76 $2,940.00 $223,248.76

Dividends Surplus Addition to

Paid Charges * Surplus Surplus Dec. 31

$50,000.00 $14,572.81 $158,675.95 $657,397.07

•1923 Federal Tax Reserve $9,902.79

1922 Expense paid in 1923 2,127.24

Organization expenses not capitalized 2,542.78

$14,572.81

(7) A statement of the source and api^lication of

funds for the year 1923 follows:

SOUECE OF FUNDS:
Net profits $223,248.76
Collection of notes receivable:

Miley-Keck Oil Co $125,000.00
Star Petroleum Co 20,000.00

1 15,000.00

Sale of investments:
Star Petroleum Co 70,000.00
Liquidating dividends—Keck Drilling Co 99,644.04

Collection of interest income accrued in 1922 2,812.48
Liabilities increased:

Accounts payable $ 5,002.50
Accruals 302.40

5,304.90

Total $546,010.18

APPLICATION OF FUNDS:
Ketained as addition to cash account $ 2 >,259.07

Withdrawn by W. M. Keck:
In payment of loan to corporation $ 25,000.00
Loaned to W. M. Keek by corporation 27,419.09

52,419.09
Notes receivable increased:

Superior Oil Co $ 74,650.00
Keck Drilling Co 10,000.00

84,650.00
Investments increased:

Superior Oil Co $305,012.00
Brock & Co 15,000.00

320,012.00
Liabilities decreased:

Notes payable 5,000.00
Expenses of 1922 paid in 1923 2,127.24
Organization expense not capitalized 2,542.78
Cash dividends paid 50,000.00

Total $546,010.18
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(8) The petitioner's income tax return for 1923

states its business as "investment and finance." Its

return sho^YS as follows

:

Interest on bank deposits, notes, mortgages, and cor-

poration bonds $31 ,882.45

Profit from sale of real estate, stocks, bonds, and

other capital assets 75,754.00

[19]

Dividends on stock of domestic corporations $146,966.44

Total $254,602.89

Deductions

:

Interest $16,860.92

Taxes 2,580.00

Dividends from domestic

corporations 146,966.44

Brokerage 2,022.93

Transfer charges, etc „ 354.43

Legal & professional fees 5,150.00

General office expenses 1,444.85

175,380.57

Net Income $79,222.32

The petitioner's tax liability was reported in the

amount of $9,902.79, which was duly assessed and

paid. The respondent determined the deficiency as

follows

:

Net income as disclosed by return. $ 79,222.32

Add : Dividends received 146,966.44

Total 226,188.76

Dednct : Dividends paid 50,000.00

Income undistributed $176,188.76

25% tax imposed by section 220 on $176,188.76 44,047.19

Income tax, section 230 on $79,222.32 at 121/2% 9.902.79

Total tax liability „ 53,949.98

Original tax assessed, Account #401980 9,902.79

Dpfipipnpv Al dOl 10
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OPINION.
SMITH : Although the petitioner claimed no de-

duction from gross income for the year 1923 in re-

spect of an alleged loss on the exchange of 321,275

shares of capital stock of the Miley-Keck Oil Co.

for shares of stock of the Pacific Oil Co., it alleges

in its petition that the respondent erred in refusing

to allow the deduction of a loss of $250,594.50 upon

such exchange. The basis of this claim is that the

fair market value of 321,275 shares of stock of the

Miley-Keck Oil Co. at the time acquired by it in

exchange for shares of its own capital stock was

$1,535,694.50 and that inasmuch as the fair market

value of the stock of the Pacific Oil Co. at the time

it was received by it in 1923 in exchange for the

stock of the Miley-Keck Oil Co. is deemed to have

been only $1,285,100, the difference represents a de-

ductible loss.

When the petitioner acquired the 321,275 shares of

stock of the Miley-Keck Oil Co. on November 17,

1922, they were placed upon [20] its books as an as-

set at $1,285,100. The petitioner now contends that

that entry was in error. Although admitting that the

values of the other assets placed upon its books of

account in 1922 represented their fair market value,

it contends that the fair market value of the Miley-

Keck Oil Co. stock was $1,535,694.50. In support of

this contention the petitioner has adduced the tes-

timony of John R. Roberts, an internal revenue

agent, who in 1927 valued the leasehold interests of

the Miley-Keck Oil Co. as of November 17, 1922,

for the purpose of determining proper allowances
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for depletion. He estimated that the petitioner

should recover 7,651,296 barrels of oil from its lease-

hold interests and that the value of the oil in the

ground on November 17, 1922, was $5,141,670.91. In-

asmuch as the liabilities of the Milev-Keck Oil Co.

were $357,368.35 in excess of all assets, exclusive of

the leasehold interests, the petitioner assumes that

the net value of the assets of that company on No-

vember 17, 1922, was $5,141,670.91 less $357,368.35,

or $4,784,302.56. Since the company had 1,000,000

shares of stock outstanding, the petitioner assumes

that the fair market value of all of its shares on No-

vember 17, 1922, was $4,784,302.56, or at the rate of

$4.78 per share, and that the fair market value of

the 321,275 shares acquired by the petitioner was

$1,535,694.50. The petitioner also adduced the testi-

mony of William M. Keck, who stated that in his

opinion the value of the stock at the date of the

organization of the petitioner was in excess of $5

per share.

We think that the evidence presented by the peti-

tioner does not overcome the presumption of the cor-

rectness of the taxpayer's books of account and of

the determination of the I'espondent in accordance

therewith. We have no reason to assume that in

3922 the value of the 321,275 shares of stock of the

Miley-Keck Oil Co. was determined on any basis dif-

ferent from that of the other assets acquired by the

petitioner at the same date and the petitioner admits

that the other assets were placed upon its books of

account at their fair market value. The determina-

tion of the revenue agent in 1927 was for the pur-
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pose of determining a correct allowance for deple-

tion. It may or may not have borne a direct rela-

tionship to the fair market value of the shares of

stock of the Miley-Keck Oil Co. Even if it did bear

such relationship to the total number of shares out-

standing, it is by no means proved that the fair

market value of 321,275 shares was at the same rate

as the total number of shares outstanding, namely,

1,000,000. We think that the estimate of the officers

of the corporation in 1922 is entitled to more weight

than the estimate of William M. Keck in 1932, the

date of the hearing of this proceeding, that the shares

of stock in 1922 had a fair market value of $5 per

share. It is furthermore to be noted that there is no

evidence that the fair market value of the 321,275

shares of stock in question suffered any [21] diminu-

tion from the date of acquisition by the petitioner

to the date of exchange in 1923 for shares of stock

of the Pacific Oil Co., and both parties agree that

in 1923 the fair market value of the shares of stock

of the Pacific Oil Co. received in exchange was

$1,285,100. Furthermore, the petitioner's books of

account do not reflect that it sustained any loss in

respect of the exchange transaction. We, therefore,

think that there is no basis for the claim of a de-

ductible loss on the part of the petitioner in respect

of the exchange. The contentions of the petitioner

upon this point are not sustained.

The deficiency notice dated February 27, 1928,

forming the basis for the petition, states

:

* * * the information on file discloses that in-

asmuch as the stock of the Keck Investment
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Company is closely held, and whereas balance

sheets submitted with your return for the year

1923 disclose the fact that you received during

the year, taxable income and nontaxable divi-

dends in the ag-g'regate amount of $226,188,76,

and distributed to your stockholders within the

3^ear dividends aggregating only $50,000.00, this

office holds that your corporation was availed of

for the purpose of evading the imposition of

surtaxes upon its stockholders and that the tax

imposed by Section 220 of the Revenue Act of

1921 attaches to the year 1923. * * *

Section 220 of the Revenue Act of 1921 provides

:

That if an}^ corporation, however created or

organized, is formed or availed of for the pur-

pose of preventing the imposition of the surtax

upon its stockholders or members through the

medium of permitting its gains and profits to

accumulate instead of being divided or dis-

tributed, there shall be levied, collected, and

paid for each taxable year upon the net income

of such corporation a tax equal to 25 per centum

of the amount thereof, which shall be in addi-

tion to the tax imposed by section 230 of this

title and shall be computed, collected, and paid

upon the same basis and in the same manner

and subject to the same provisions of law, in-

cluding penalties, as that tax: Provided, That

if all the stockholders or members of such cor-

poration agree thereto, the Commissioner may,

in lieu of all income, war-profits and excess-

profits taxes imposed upon the corporation for



Comm. of Internal Revenue 29

the taxable year, tax the stockholders or mem-
bers of such corporation upon their distributive

shares in the net income of the corporation for

the taxable year in the same manner as pro-

vided in subdivision (a) of section 218 in the

case of members of a partnership. The fact

that any corporation is a mere holding com-

pany, or that the gains and profits are permitted

to accumulate beyond the reasonable needs of

the business, shall be prima facie evidence of a

purpose to escape the surtax; but the fact that

the gains and profits are in any case permitted

to accumulate and become surplus shall not be

construed as evidence of a purpose to escape

the tax in such case unless the Commissioner

certifies that in his opinion such accumulation

is unreasonable for the purposes of the business.

When requested by the Commissioner, or any

collector, every corporation shall forward to

him a correct statement of such gains and

profits and the names and addresses of the in-

dividuals or shareholders who would be en-

titled to the same if divided or distributed, and

of the amounts that would be payable to each.

The evidence indicates that the petitioner was

purely a holding or investment company in 1928.

All but one of its shares of stock were hold equally

by William M. Keck and Alice B. Keck, his wife.

[22] Interest and dividends which were received

by it in 1923, and income from other sources, were

used for paying certain expenses and the balance
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was principally availed of for further investment,

with the exception of $50,000 which was paid out

as dividends to stockholders. The petitioner con-

tends that it was necessary for it to finance the Su-

perior Oil Co., which had little bank credit, and

that if it had not financed that company its invest-

ment in it would have been lost by forfeiture of

leases. We are not, however, impressed by this ar-

gument. The business of the Superior Oil Co. was

not the business of this company. After a careful

consideration of all of the evidence we conclude that

the petitioner was organized primarily as a holding

company for the purpose of holding certain of the

investments of William M. Keck and Alice B. Keck.

It was so operated in 1923. If the Keck Investment

Co. had not been formed there is no question but

that the two principal stockholders would have been

liable to surtax not only upon the net income shown

by the petitioner upon its income tax return for

1923, but also to income tax upon $146,966.44 of

dividends from domestic corporations. Through the

instrumentality of the petitioner surtax was avoided

by the two principal stockholders upon all but

$50,000 paid by the petitioner as dividends. The

action of the respondent in holding the petitioner

liable to the 25 percent tax imposed by section 220

of the Revenue Act of 1921 is sustained. (Cf. United

Business Corp. of America v. Commissioner, 62

Fed. (2d) 754 ; affirming United Business Corp. of

America, 19 B. T. A. 809 ; Williams Investment Co.

V. United States, 3 Fed. Supp. 225, decided April 10,

1933, by the United States Court of Claims.
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The third contention of the petitioner is that the

respondent erroneously and illegally computed the

tax asserted to be due under the provisions of sec-

tion 220 of the Revenue Act of 1921 in that he com-

puted a tax of 25 percent on an amount equal to the

net income of petitioner plus dividends received

by petitioner from domestic corporations less the

amount of dividends paid by petitioner during the

year, instead of a tax of 25 percent upon petitioner 's

net income for the year 1923, as provided by section

220. Upon brief the respondent concedes error in

his computation and states that the petitioner's re-

turn for 1923 discloses net income of $79,222.32 and

that the correct deficiency thereon would be 25 per-

cent of that amount, to wit, $19,805.58.

Reviewed by the Board.

Judgment will be entered for the respondent in

the amount of $19,805.58.

TRAMMELL, BLACK, GOODRICH and

ADAMS dissent on the application of section 220 of

the Revenue Act of 1921. [23]
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United States Board of Tax Appeals

Washington

Docket No. 37821

KECK INVESTMENT COMPANY,
Petitioner,

vs.

COMMISSIONER OF INTERNAL REVENUE,
Respondent.

DECISION.

Pursuant to the determination of the Board, as

set forth in its report promulgated October 24,

1933, it is

ORDERED and DECIDED: That there is a defi-

ciency of $19,805.58 for the year 1923.

[Seal] (Signed) CHARLES P. SMITH
Member.

[Endorsed]: Entered Oct. 25, 1933. [24]

[Title of Court and Cause.]

PETITION FOR REVIEW OF DECISION OF
THE UNITED STATES BOARD OF TAX
APPEALS.

To the Honorable, the Judges of the United States

Circuit Court of Appeals for the Ninth Circuit

:

Keck Investment Company in support of this, its

petition, filed in pursuance of the provisions of Sec-

tion 1001 of the Act of Congress approved Febru-
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ary 26, 1926, entitled ''The Revenue Act of 1926",

as amended by Section 603 of the Act of Congress

approved May 29, 1928, entitled "The Revenue Act

of 1928", and as further amended by Section 1101

of the Act of Congress approved Jime 6, 1932, en-

titled "The Revenue Act of 1932", for the review

of the decision of the United States Board of Tax

Appeals promulgated October 24, 1933, the final

order of determination having been entered on Octo-

ber 25, 1933, respectfully shows to this Honorable

Court as follows:

I.

STATEMENT OF THE NATURE OF THE
CONTROVERSY.

BRIEF STATEMENT OF FACTS.
The issues presented in this appeal are:

(1) Whether Petitioner sustained a loss during

the year 1923 of $250,594.50 on account of the

exchange by it of stock in the Miley-Keck Oil Com-

pany for stock in the Pacific Oil Company

;

(2) Whether Petitioner was availed of in 1923

for the purpose of preventing the imposition of the

surtax upon its stockholders through the [25]

medium of permitting its gains and profits to accu-

mulate instead of being divided or distributed.

(3) Whether Section 220 of the Revenue Act of

1921 is unconstitutional.

Petitioner was a California corporation incorpo-

rated on November 17, 1922 and at all times had its

principal place of business at Los Angeles.
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Petitioner, in consideration of the issuance of

19,997 shares of its capital stock to William M. Keck

and Alice B. Keck and the assumption by Petitioner

of liabilities in the sum of $455,000.00, acquired on

November 17, 1922, the following described prop-

erty:

625,000 shares of the capital stock of

Superior Oil Company $625,000.00

5,000 shares of the capital stock of

Star Petroleum Company 70,000.00

999,980 shares of the capital stock of

Keck Drilling Corporation 500,000.00

321,275 shares of the par value of $1.00

each of the capital stock of

Miley-Keck Oil Company 1,285,100.00

Total Stocks $2,480,100.00

Petitioner also acquired notes receivable in the

simi of $150,000.00 and $300.00 in cash. Petitioner

also issued three (3) additional shares of its capital

stock for $100.00 per share.

The fair market value of the 625,00 shares of the

capital stock of the Superior Oil Company acquired

by Petitioner as aforesaid was, on November 17,

1922, not less- than $625,000.00, being $1.00 per share.

The fair market value of the 5,000 shares of the

capital stock of the Star Petroleum Corporation

acquired by Petitioner as aforesaid was, on Novem-

ber 17, 1922, not less than $70,000.00, being $14.00

per share. The fair market value of the 999,980

shares [26] of the capital stock of the Keck Drilling



Comm. of Internal Revenue 35

Corporation acquired by Petitioner as aforesaid was,

on November 17, 1922, not less than $500,000.00.

The fair market value of the 321,275 shares of the

capital stock of the Miley-Keck Oil Company ac-

quired by Petitioner as aforesaid was, on Novem-

ber 17, 1922, not less than $1,535,694.50, being $4.78

per share.

The said Miley-Keck Oil Company, at November

17, 1922, owned oil and gas leases on sixty separate

parcels of land in Sections 34 and 35, T. 5 S., R.

11 W. and Section 2, T. 6 S., R. 11 W. in Hunting-

ton Beach Townsite and contiguous thereto in

Orange County, California. All of such leases were

dated October 20, 1920. The fair market value of

said leases on November 17, 1922 was $5,141,670.91.

On November 17, 1922 the total liabilities of Miley-

Keck Oil Company exceeded the fair market value

of all of its other properties by the sum of $357,-

368.35. On November 17, 1922 the authorized and

outstanding capital stock (all common) of the Miley-

Keck Oil Company amounted to 1,000,000 shares of

the par value of $1.00 each.

The cost to Petitioner on November 17, 1922 of

the 321,275 shares of the capital stock of the Miley-

Keck Oil Company was $1,535,694.50.

In July, 1923, the Petitioner exchanged the

321,275 shares of stock of Miley-Keck Oil Company

for capital stock of the Pacific Oil Company, hav-

ing a readily realizable market value of $1,285,100.00

at the time of the exchange. Said exchange was not

in pursuance of any plan of reorganization and Peti-



36 Keck Investment Company vs.

tioner was not in control of the Pacific Oil Company
immediately after such exchange. The Pacific Oil

Company stock so received by Petitioner was en-

tered on its books at $1,285,100.00 and no gain or

loss upon such exchange was reflected on Petitioner's

books.

Petitioner sustained a loss during the year 1923

on account of the exchange by it of the stock of the

Milej^-Keck Oil Company for stock of the [27] Pa-

cific Oil Company in the total sum of $250,594.50

which resulted in a net loss to Petitioner for said

year.

Petitioner was incorporated for many purposes,

its main purpose, however, being to engage in the

business of acquiring, selling, dealing in and de-

veloping oil properties and leases. During the year

1923 Petitioner's activities consisted mostly of ac-

quiring leases and properties and financing the op-

erations of the Superior Oil Company. Petitioner

owned during the year involved in this appeal

approximately 40% of the outstanding capital stock

of the Superior Oil Company.

Mr. Keck was president of Petitioner as well as

president of the Superior Oil Company. He and

the Petitioner was instrumental in getting the leases

for the Superior Oil Company. The Superior Oil

Company had valuable properties under leases which

required it to develop the properties. The leases

provided for forfeiture in the event development

was not carried on. The development of these leases

required large sums of money. The Superior Oil
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Company did not have any credit and was unable

to finance its operations. It had no way of getting

money, consequent!}^ Petitioner had to go to the

bank and borrow money which it turned over to the

Superior Oil Company.

During the years 1923, 1924 and 1925 the Peti-

tioner advanced to the Superior Oil Company the

respective sums of $624,414.00, $878,057.60 and

$100,000.00. These advances were made by Peti-

tioner for the purpose of protecting its investment

in the stock of the Superior Oil Company. Its

stockholders were not able to put up the money, con-

sequently no assessments were made by it. The Su-

perior Oil Company during the year 1923, in order

to obtain money to carry on its operations, offered

for sale additional shares of its capital stock. Peti-

tioner, in order to maintain its percentage of owner-

ship and control in the stock of Superior Oil Com-

pany, increased its investment in said stock b}^ [28]

the sum of $325,012.00.

Petitioner, during the year involved in this ap-

peal, to wit, 1923, had outstanding capital stock of

$2,000,000.00 par value. Its books disclosed at De-

cember 31, 1923, an addition to surplus of $158,-

675.95 and a total earned surplus of $657,397.07;

its books also disclosed at the same time a donated

or contributed surplus of $175,401.00. During the

year 1923 Petitioner paid as dividends the sum of

$50,000.00.

The books of account of Petitioner at December

31, 1923 did not reflect the true value of its assets.

The stock of the Keck Drilling Corporation (999,980
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shares) was shown on Petitioner's books of account

as having a Aahie of $400,355.96. This stock at De-

cember 31, 1923 had a vahie not in excess of $22,-

744.55. The books likewise did not reflect the loss

of $250,594.50 sustained by Petitioner during the

year 1923 on account of the disposition of the capi-

tal stock (999,980 shares) of Miley-Keck Oil Com-
pany. Had proper adjustments been made to Peti-

tioner's book on account of the stock of the Keck
Drilling Corporation and Miley-Keck Oil Company
its earned surplus at December 31, 1923 would have

been only the sum of $29,191.16. Petitioner's earn-

ings were not accumulated for the purpose of pre-

venting the imposition of the surtax upon Petition-

er's stockholders but were retained for the purpose

of carrying on its business.

II.

STATEMENT OF PROCEEDINGS
HERETOFORE HELD.

The Commissioner of Internal Revenue, Respond-

ent herein, on the 27th day of February, 1928,

mailed to Petitioner what is termed a deficiency let-

ter wherein the Commissioner proposed additional

taxes for the year 1923 in the sum of $44,047.19.

In due course of time and within the sixty day

period Petitioner filed its appeal with the United

States Board of Tax Appeals wherein [29] it al-

leged, among other things, that Petitioner had sus-

tained a deductible loss during the year 1923 in the

sum of $250,594.50 on account of the disposition by
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it of 999,980 shares of the capital stock of Miley-

Keck Oil Company. Petitioner further alleged that

its retained earnings were insufficient to properly

protect its properties and that said earnings were

retained for the purpose of enabling Petitioner to

pursue its business activities authorized and per-

mitted under its charter. Petitioner further alleges

that its earnings for the year 1923 were not retained

for the purpose of preventing the imposition of sur-

taxes upon its stockholders but were retained for

legitimate business needs.

The Board of Tax Appeals, among other things,

held

:

1. That Petitioner did not sustain a loss on ac-

count of the disposition by it of the 999,980 shares

of the capital stock of Miley-Keck Oil Company.

2. That Petitioner's undistributed earnings for

the year 1923 were retained for the purpose of pre-

venting the imposition of the surtax upon its stock-

holders, contrary to the express provisions of Sec-

tion 220 of the Revenue Act of 1921.

3. That Petitioner was subject to the penalty

imposed by said section.

III.

DESIGNATION OF COURT OF REVIEW.
The Petitioner, being aggrieved by the said find-

ings of fact, opinion, decision and order, and being

a corporation organized and existing under and by

virtue of the laws of the State of California with

its principal place of business at Los Angeles,
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California, desires a review thereof, in accordance

with the provisions of the Revenue Act of 1926, as

amended by the Revenue Act of 1928 and as further

amended by the Revenue Act of 1932, by the United

States Circuit Court of Appeals for the Ninth Cir-

cuit, within which circuit is located the office of the

Collector of Internal Revenue to which the said

Petitioner made its income [30] tax return for the

year 1923.

IV.

ASSIGNMENTS OF ERROR.
The Petitioner, as a basis of review, makes the

following assignments of error:

1. The Board of Tax Appeals erred in determin-

ing a deficiency in tax against Petitioner in the sum

of $19,805.58, or in any sum whatsoever.

2. The Board of Tax Appeals erred in failing to

determine that Petitioner during the year 1923 sus-

tained a loss in the sum of $250,594.50 on account of

the disposition by it of 999,980 shares of the capital

stock of Miley-Keck Oil Company.

3. The Board of Tax Appeals erred in failing

to hold that Petitioner did not realize any taxable

income during the year 1923 and had therefore over-

paid its tax for that year.

4. The Board of Tax Appeals erred in holding

that Petitioner's undistributed earnings of 1923

were retained by it for the purpose of preventing

the imposition of the surtax upon Petitioner 's

stockholders.
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5. The Board of Tax Appeals erred in failing

to hold that Petitioner's earned surplus at Decem-

ber 31, 1923 was reasonably required for the needs

of Petitioner's business.

6. The Board of Tax Appeals erred in failing

to hold that Section 220 of the Revenue Act of 1921

was unconstitutional in that:

(a) The tax and/or penalty imposed by said Act

are so arbitrary and capricious as to amount to con-

fiscation and thus offend the letter and spirit of the

Fifth Amendment to the Constitution of the United

States of America.

(b) Said Section imposes an excessive and un-

conscionable penalty, contrary to the letter and

spirit of the Eighth Amendment to the Constitu-

tion [31] of the United States of America.

(c) Said Section attempts to usurp the province

of the States in regulating corporations, contrary

to the provisions of the Tenth Amendment to the

Constitution of the United States of America.

7. The Board of Tax Appeals erred in failing to

find that Petitioner sustained a deductible loss for

the year 1923 on account of the disposition of 999,-

980 shares of the capital stock of Miley-Keck Oil

Company.

8. The Board of Tax Appeals erred in failing

to find that 625,000 shares of the capital stock of

the Superior Oil Company had a fair market value

on November 17, 1922 of at least $625,000.00.

9. The Board of Tax Appeals erred in failing

to find that the fair market value on November 17,
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1922 of 5,000 shares of the capital stock of Star

Petroleum Company was at least $70,000.00.

10. The Board of Tax Appeals erred in failing

to find that the fair market value on November 17,

1922 of 999,980 shares of the capital stock of Keck
Drilling Corporation was $500,000.00.

11. The Board of Tax Appeals erred in failing

to find that the fair market value on November 17,

1922 of 321,275 shares of the capital stock of Miley-

Keck Oil Company was at least the sum of $1,-

535,694.50.

12. The Board of Tax Appeals erred in failing

to find that the fair market value on November 17,

1922 of the oil and gas leases owned by the Miley-

Keck Oil Company was $5,141,670.91.

13. The Board of Tax Appeals erred in failing

to find that the fair market value on December 31,

1923 of 999,980 shares of the capital stock of Keck

Drilling Corporation owned by Petitioner was not

in excess of $22,744.55.

14. The Board of Tax Appeals erred in failing

to find that Petitioner's earned surplus at Decem-

ber 31, 1923 was only the sum of $29,191.16. [32]

WHEREFORE, Petitioner prays that this Hon-

orable Court may review the said findings, opinion,

decision and order of the United States Board of

Tax Appeals and reverse and set aside the same;

and that this Honorable Court direct the entry of a

decision by the said Board in favor of Petitioner

determining that there is no deficiency in income

tax for the year 1923 due from Petitioner.
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Petitioner prays for such other and further relief

as may seem meet and proper in the premises.

THOMAS R. DEMPSEY,
A. CALDER MACKAY,

Attorneys for Petitioner,

1104 Pacific Mutual Building,

Los Angeles, California.

State of California,

County of Los Angeles—ss.

A. Calder Mackay, being duly sworn, says that he

is one of the attorneys for the Petitioner above

named and that as such is duly authorized to verify

the attached petition for review by the United

States Circuit Court of Appeals for the Ninth Cir-

cuit of the decision of the Board rendered herein;

that he has read the said petition and is familiar

with the statements therein contained, and that the

facts set forth therein are true to the best of his

knowledge and belief and that the said petition is

filed in good faith.

A. CALDER MACKAY.

Subscribed and sworn to before me this 17th day

of January, 1934.

[Seal] ALICE FABTEN,
Notary Public in and for said

County and State.

[Endorsed]: United States Board of Tax Ap-

peals. Filed Jan. 22, 1934. [33]
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[Title of Court and Cause.]

NOTICE.

To E. Barrett Prettymaii, Esq., Bureau of Internal

Revenue, Washington, D. C, Attorney for the

Respondent.

Sir: PLEASE TAKE NOTICE that on the

22nd day of January, 1934, the undersigned pre-

sented to this Board and filed with the Clerk thereof

the Petition of Keck Investment Company, a copy

of which is annexed hereto, for review by the

United States Circuit Court of Appeals for the

Ninth Circuit, of the final order and decision of the

Board in the above entitled proceeding entered upon

the records of said Board on October 25, 1933.

Dated at Washington, D. C, January 22nd, 1934.

THOMAS R. DEMPSEY,
A. CALDER MACKAY,
LLOYD ANDERSON,

Attorneys for Petitioner,

Shoreham Building,

Washington, D. C.

Service of a copy of the foregoing is hereby ac-

knowledged this 22nd day of January, 1934.

E. BARRETT PRETTYMAN,
General Counsel,

Bureau of Internal Revenue,

Attorney for Respondent.

[Endorsed]: United States Board of Tax Ap-

peals. Filed Jan. 22, 1934. [34]
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STATEMENT OF EVIDENCE.

The above cause came on for hearing ])efore the

Honorable Charles P. Smith, Member of the United

States Board of Tax Appeals on the 14th day of

June, 1932, at Los Angeles, California; the Peti-

tioner was represented by Thomas R. Dempsey, Esq.,

and A. Calder Mackay, Esq., Attorneys at Law, Los

Angeles, California; the Respondent was repre-

sented by R. W. Wilson, Esq., (Clarence M. Charest,

Esq., General Counsel, Bureau of Internal Reve-

nue).

An agreed stipulation of facts was submitted and

received as part of the evidence.

There was offered by counsel for Petitioner and

received in evidence Petitioner's Exhibit 1, being a

certified copy of the Articles of Incorporation of

the Keck Investment Company.

Thereupon proceedings were heard and the testi-

mony of the following witnesses was taken before

said Member:

For Petitioner: John R. Roberts,

W. M. Keck.

So much of the evidence as is material and neces-

sary to the determination of the assignments of er-

ror set out by Petitioner in the petition for review

by this Court of the decision of the Board of Tax

Appeals is hereinafter set out. [35]
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TESTIMONY OF JOHN R. ROBERTS.

John R. Roberts, a witness called for and on

behalf of Petitioner, being first duly sworn, testi-

fied as follows

:

Direct Examination.

''By Mr. Mackay:

Q. What is your occupation?

A. Engineer revenue agent.

Q. How long have you been engineer reve-

nue agent?

A. Since 1925. Prior to that time I was as-

sistant engineer revenue agent station at Wash-

ington, D. C.

Q. Your duties are to determine the fair

market value of oil properties before the Com-

missioner of the Internal Revenue as for the

determination of tax liability?

A. Yes, sir.

Q. And that has been your duty, those have

been your duties since you have been connected

with the Bureau of Internal Revenue?

A. Since January 21, 1922.

Q. I will ask you if, in your capacity as

engineer revenue agent for the Commissioner of

Internal Revenue, you had occasion and if it

was your duty to determine the fair market

value of certain lease-holding interests owned

by the Miley-Keck Company on or about No-

vember 17, 1922, located at Huntington Beach?

A. Yes, sir.
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Q. When did you make an examination to

determine the value?

A. Made a vahiation.

Q. Yes, and you made a report of your

valuation, Mr, Roberts?

A. Yes, I think that report was in Novem-

ber, 1927, however."

Whereupon there was offered and received in evi-

dence Petitioner's Exhibit 2, being a copy of the

report of John R. Roberts.

(Mr. Roberts continuing:)

"Q. Mr. Roberts, I understood you to say

that you, that you made this examination to

determine the fair market value of the [36]

leaseholding interest of the Miley-Keck Com-

pany on the oil lands at Huntington Beach?

A. Yes, made a valuation, the valuation is

dated I think, October or November, 1927.

Q. October 14, 1927, and there has been

offered in evidence as Petitioner's Exhibit 1 a

copy of that report.

A. I believe this is a correct copy of it.

Q. That is a correct copy of it?

A. I believe so.

Q. You state here in your report, Mr.

Roberts, or you have shown the value of

$5,141,670.91. I will ask you if that is the value

you placed on the leaseholding interest of the
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Miley-Keck Company as of that date, I mean
the fair market vahie, Mr. Roberts?

A. It is the vahiation that I placed on the

five sixths working interest, leases and 60 sepa-

rate parcels of town lots located in Huntington

Beach Townsite, California, and contiguous

thereto. That is a total value in the oil in the

ground as of November 17, 1920.

Q. 1922, is it not?

A. It says 1920 here, that may be an error.

Mr. MACKAY : I think it is an error.

A. I think the original will show 1922.

Mr. WILSON: 1922 is correct.

Mr. MACKAY: May we correct this, I am
sure it is 1922. Right above there is 1922.

A. Yes, it is 1922.

Mr. MACKAY: That is merely a typo-

graphical error. Let the record show that was

corrected in pencil and with the consent of

counsel and the court.

Q. And when you speak of value, you mean

the fair market value ?

A. The fair market value as between a will-

ing buyer and a Avilling seller, both in the in-

dustry of and both cognizant of all the facts."

Whereupon there was offered and received in evi-

dence Petitioner's Exhibit 3, being a summary of

advances shown by the books of the Keck Invest-

ment [37] Company to the Superior Oil Company

for the years 1923, 1924 and 1925.
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Whereupon there was offered and received in evi-

dence Petitioner's Exhibit 4, being a copy of a bal-

ance sheet of the Keck Drilling Corporation for

the period ending December 31, 1923.

Whereupon there was offered and received in

evidence Petitioner's Exhibit 5, being a detail of the

notes payable account of the Keck Investment Com-

pany for the year 1924.

Whereupon there was offered and received in evi-

dence Petitioner's Exhibit 6, being a detailed state-

ment of the drawing account of W. M. Keck as

reflected on the books of the Keck Investment Com-

pany.

Whereupon there was offered and received in evi-

dence Petitioner's Exhibit 7, being a detailed state-

ment of the drawing account of Alice B. Keck as

reflected on the books of the Keck Investment Com-

pany.

Whereupon there was offered and received in evi-

dence Petitioner's Exhibit 8, being a copy of a bal-

ance sheet of the Superior Oil Company for the

year 1923.

Whereupon there was offered and received in evi-

dence Petitioner's Exhibit 9, being a copy of a bal-

ance sheet of the Superior Oil Company for the

year 1924.

Whereupon there was offered and received in evi-

dence Petitioner's Exhibit 10, being a balance sheet

of the Superior Oil Company for the year 1925.
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Whereupon

MR. W. M. KECK
was called as a witness for and on behalf of Peti-

tioner and after being first duly sworn, testified

as follows:

Direct Examination.

By Mr. Mackay

:

My name is W. M. Keck. I am an oil oper-

ator and have been for sixteen years. I am the

William M. Keck referred to in the stipulation

of facts filed by the parties in this case. [38]

My wife's name is Alice B. Keck. I am presi-

dent of the Keck Investment Company and have

been since its organization on November 17,

1922. For the past sixteen years I have been

buying and selling and dealing in oil properties.

I am the president of the Superior Oil Com-

pany and have been since it was incorporated

in 1920. I was also a director of the Star Petro-

leum Company in 1922 and 1923.

Q. Were you a director at the time of the

organization of the Keck Investment Company?

A. Yes, sir.

Q. Were you also the president and director

of the Keck Drilling Corporation at that time?

A. Yes, sir. You are talking about 1922?

Q. About 1922, yes. Were you an officer or

in any way connected with the Miley-Keck Oil

Company in 1922, particularly November 17th?

A. I was director of the company.

Q. Just what were your duties with respect

to the office of director ?
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A. I was director and manager.

Q. What were your duties as manager?

A. Well, I looked after the development of

the property, the drilling and production and

financing.

Q. Pardon me.

A. And financing also.

Q. You were familiar with the property of

the Miley-Keck Oil Company at that time?

A. Yes, sir.

Q. Wliat did those properties consist of, Mr.

Keck?

A. Well, they consisted of a good many

small pieces in the townsite of Himtington

Beach, some might of been outside of the city,

I wouldn't be sure.

Q. I call your attention to page three of the

stipulation and ask you to read that and please

tell the court whether or not that real estate

description there was the property or the in-

terest in property the Miley-Keck Company had

in 1922, particularly arovmd November 17th?

[39]

A. Well, to the best of my knowledge that

would be the property. I couldn't say offhand

the description.

Q. Did the Miley-Keck Oil Company at that

time own any leases or leaseholding interests

outside of Huntington Beach area?

A. No, they did not.

Q. Now, the record shows, Mr. Keck, that on

November 17, 1922, you and Mrs. Keck trans-
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ferred to the Keck Investment Company 321,275

shares having a par valvie of $1.00 each of the

capital stock of the Miley-Keck Oil Company.

What in your opinion was the fair market value

of that stock at that time?

A. It was in excess of $5.00.

Q. Beg pardon?

A. It was in excess of $5.00 a share.

Q. The Miley-Keck Oil Company stock?

A. Yes, sir.

Q. Mr. Keck, the record further shows that

from the stipulation that you and Mrs. Keck

at that time transferred to the Keck Investment

Company 625,000 shares of the capital stock of

the Superior Oil Company. Were you familiar

at that time with the fair market value of the

stock of the Superior Oil Company?

A. Yes, sir.

Q. At that time was the stock listed?

A. No.

Q. You were familiar with these properties,

were you?

A. Yes, sir.

Q. And you have heretofore stated you were

manager of the property, in charge of drilling

and financing?

A. Wait a minute, you are talking about the

Superior Oil Company?

Q. Yes.

A. I was president of that company.
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Q. You were president of that company?
A. Yes, sir. [40]

Q. What in your opinion was the fair mar-

ket vahie on November 17, 1922, of the stock of

the Superior Oil Company?
Mr. WILSON: Just a moment, I don't get

the materiality of that question. What is the

purpose of that?

Mr. MACKAY : If your Honor please, there

were four different classes of stock that were

transferred to the Keck Investment Company
on November 17, 1922, for stock of the Keck

Investment Company. All we want to do is show

the fair market value b}^ this witness, if he

knows, not only of the stock of the Miley-Keck

Oil Company but also the stock of the Superior

Oil Company and other stock.

Mr. WILSON: If your Honor please, the

only issue on this stock loss is whether or not

the petitioner sustained a loss in 1923 on the

exchange of Miley-Keck Oil stock for that of

the Pacific Oil Company stock which the stipu-

lation of facts in evidence shows did take place

in 1923. Now, if I have a clear understanding

of the issues here, it is immaterial what other

stocks may have been transferred to this com-

pany, that is the petitioner, in 1922. We are

concerned with the cost to wit: Of the Miley-

Keck stock in order to find out whether or not
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on a subsequent exchange for Pacific Oil Com-
pany stock it did or did not sustain a loss.

What the readily realizable market value of

the Superior Oil Company stock was seems to

me entirely immaterial. As I understand it all

of the four or five stocks were simultaneously

conveyed to the new corporation for its stock

as a result or per their acceptance. I can't see

the materiality of developing the value or cost

of the new corporation of any stock other than

the Miley-Keck stock. It is the only stock we
are concerned with here.

Mr. MACKAY: We are offering to estab-

lish that cost of the Miley-Keck stock.

The MEMBER: Objection overruled. You
may proceed.

Mr. WILSON: Note an exception.

The MEMBER : Exception noted.

A. It was in excess of $1.00.

Q. Beg pardon?

A. It was in excess of $1.00.

Q. Now, the record further shows that there

were five thousand shares of the capital stock

of the Star Petroleum Company which were

transferred to the Keck Investment Company.

You have also testified you were a director of

the Star Petroleum Company?

A. Yes, sir. [41]

Q. You were also familiar with the prop-

erty?

A. Yes, sir.
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Q. Was that stock listed on the exchange ?

A. I believe it was.

Q. At that time?

A. Yes, sir.

Q. Of the Star Petroleum Company?

A. Yes, sir.

Q. What in your opinion— (interrupted).

A. Now, I don't know whether it was on

the curb or exchange, but it was dealt in.

Q. What in your opinion was the fair mar-

ket value of the stock of the Star Petroleum

Corporation ?

Mr. WILSON: May the record show the

same objection on the same grounds.

The MEMBER: Objection overruled.

Mr. WILSON: Exception.

Mr. MACKAY : Will you read the question ?

(Question read.)

A. I think about around $14.00.

Q. $14.00 a share?

A. Yes, sir.

Q. The record further shows 999,980 shares

of the capital stock of the Keck Drilling Com-

pany was transferred to the Keck Corporation

on November 17, 1922. You have heretofore

testified you were president and manager of the

Keck Drilling Corporation?

A. Yes, sir.

Q. Did you have an opinion at that time as

to its fair market value?
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A. It was in excess of half a million. [42]

Q. In your opinion it was in excess of half

a million dollars?

A. Yes, sir.

Q. The record further shows certain notes

receivable were transferred by you and Mrs.

Keck to the Keck Investment totaling $150,-

000.00. I will ask you if, in your opinion, the

notes were worth their face value ?

A. They were.

Q. Now Mr. Keck, the record shows, the

stipulation shows that the Keck Investment

Company acquired four different lots of stock

and also notes receivable and assumed—for

which it issued 19,997 shares of its stock and

assumed the liability of Mr. and Mrs. Keck in

the sum of $455,000.00. I will ask you first if

the stock of the Keck Investment Company was

listed in 1922?

A. No, it was not.

Q. Were you familiar with its fair market

value or did it have a fair market value in

November, 1922?

A. Yes, it did.

Q. What in your opinion was the fair mar-

ket value of the Keck Investment stock ?

A. $125.00 a share.

Q. Mr. Keck, I will ask you if the Keck

Investment Company paid the $455,000.00 lia-

bility assumed by it ?

A. Yes, sir.
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The MEMBER: Does the stipulation show

the assumption of liability to the extent of

$455,000.00?

Mr. WILSON: Yes, but if it didn't show,

we would admit it, your Honor.

Q. Mr. Keck, the stipulation shows that the

investment of the Keck Investment Company in

a stock of the Keck Drilling Corporation at the

end or on December 31, 1923, was $400,355.96.

A. Wait a minute. You say the Keck Drill-

ing Company investment?

Q. Yes, the stock of the Keck Drilling Cor-

poration was carried on the books of the Keck

Investment Company and shown on the books

in 1923 as $400,000.00. Now I will ask you if

on December 31, 1923, the Keck Drilling Cor-

poration was an operating company?

A. No, sir ; it was not. [43]

Q. Not an operating company on December

31, 1923?

A. No.

Q. When did it cease its operations ?

A. I think it was September, 1922, or Sep-

tember, 1923.

Q. In 1923?

A. Yes, sir.

Q. Mr. Keck, I call your attention to the

balance sheet of the Keck Drilling Corporation

which is petitioner's Exhibit 4 and particularly

do I call your attention to an item of good will

of $892,246.20. I will ask you whether the Keck
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Drilling Corporation had a goodwill to that

extent ?

A. Do you mean on this date ?

Q. Yes.

A. No, there was no goodwill because it was

not an operating company.

Q. It had ceased operations'?

A. Yes, sir.

Q. Now would you say then that the amount

shown on the books of the Keck Investment

Company on December 31, 1923, relating to the

investment of the Keck Drilling Company of

$400,355.96, would you say that does not clearly

reflect the true condition, the true investment?

A. What is the date?

Q. December 31, 1923?

A. No, it couldn 't have been.

Q. That does not represent the true value

of the investment or character of the Keck

Drilling Corporation ?

A. No.

Q. What in your opinion was the true value

of that stock at the end of 1923, the Keck Drill-

ing Corporation?

A. It was under $50,000.00.

Q. Will you please state to the court what

the activities were of Keck Investment Com-

pany during the year 1923 ? [44]

A. Well, the activities consisted mostly of

acquiring leases and properties and financing

the Superior Oil Company.
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Q. What was the necessity, if any, for the

Keck Investment Company financing the Super-

ior Oil Company?

A. Their credit wasn't good at the bank.

Q. What credit?

A. They couldn't borrow.

Q. Do you mean the Keck Investment Com-

pany?

A. I mean the Superior Oil Company could

not borrow^ only a certain amount at the bank.

They had no way of getting money so the Keck

Investment Company had to go to the bank and

borrow money which it turned over to the

Superior Oil Company and we took second

place.

Q. You were president at that time of the

Superior Oil Company?

A. Yes, sir.

Q. And also its manager?

A. Yes.

Q. And also president of the Keck Invest-

ment Company?

A. Yes, sir.

Q. The record shows that the investment of

the Keck Investment Company in the stock of

the Superior Oil Company on November 17,

1922, was $625,000.00?

A. Wait a minute.

Q. Was 625,000 shares of stock of the Su-

perior Oil Company?

A. Yes, sir.
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Q. Now, I will ask if subsequently the Keck

Investment Company acquired the additional

stock of the Superior Oil Company ?

A. You mean after 1922?

Q. Yes.

A. Yes, sir.

Q. Will you please state—the record shows

that the investment by the Keck Investment

Company in the stock of the Superior Oil

Company increased during 1923 by the sum of

$325,012.00. Will you please [45] relate to the

Board just how, just why the Keck Investment

Company acquired that additional sum from

the Superior Oil Company?

A. The Superior Oil Company owed a lot

of money and had to put out more stock to pay

their debts and we gave stockholder a right to

buy his prorata of stock and if the other stock-

holders didn't take up their share it went back

to whoever would want it.

Q. Was it necessary for the Keck Invest-

ment Company, in order to maintain its ratio

of stock, to obtain additional stock?

A. Oh, yes, not only that, if we didn't take

it we couldn't protect our investment in the

Superior.

Q. Well then, was the money the Keck In-

vestment Company advanced to the Superior

Oil Company, was that advanced for the pur-

pose of protecting its investment?

A. It was necessary.
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Q. You owned a very substantial portion, I

mean the Keck Investment Company owned a

very substantial portion of the outstanding

stock of the Superior Oil Company?
A. Yes, sir.

Q. Do you remember approximately what

percentage it was ?

A. At what date?

Q. In 1923?

A. Probably 40 percent.

Q, 40 percent?

A. I am just—I wouldn't want to set that

but I would say probably 40 percent.

Q. Well, Mr. Keck, will you please state to

the court why the Superior Oil Company needed

money ?

A. Well, we had valuable properties and if

we didn't develop them we would lose them.

Q. Where were they located ?

A. Santa Fe Springs, Signal Hill.

Q. That required considerable money?

A. The lease obligation called for develop-

ment or a forfeiture of the lease. [46]

Q. AVere you instrumental in getting the

leases that were subsequently acquired by the

Superior Oil Company?

A. Yes, sir.

Q. Will you please state whether or not the

Keck Investment Company was instrumental

in getting leases for the Superior Oil Company ?

A. They were, a good many of them.

Q. A good many of them?
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A. Yoii are talking abont after the Keck In-

vestment Company was formed?

Q. Yes.

A. Well, they got a good many leases for the

Superior Oil Company.

Q. Now, the record, Exhibit 3, shows that

the Keck Investment Company had advanced to

the Superior Oil Company during the year 1923,

$684,414.00 and for the year 1924, $878,057.60

and for the year 1925, $100,000.00. Now, I will

ask you whether those moneys advanced by the

Keck Investment Company to the Superior Oil

Company were necessary in your opinion to pro-

tect the investment of the Keck Investment

Company in the stock of the Superior Oil Com-

pany?

A. Not only necessary to protect the Keck

Investment Company's investment but neces-

sary to protect other stockholders also.

Q. Wasn't it possible for the stockholders to

protect themselves ?

A. There were a good many that couldn't

so we never had any assessment. We couldn't

assess the stock because a good many stockhold-

ers couldn't stand an assessment.

Q. Mr. Keck, the commissioner of internal

revenue has entered a charge here which is

based upon his determination that the Keck In-

vestment Company retained its earnings for the

year 1923 for the purpose of preventing the im-

position of surtax upon its stockholders. Now,

I will ask vou if the Keck Investment Company
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did retain any of its earnings during the year

1923 for the purpose of preventing the imposi-

tion of surtaxes on its stockholders ?

A. No, it did not.

Q. In your oiiinion was it necessary for the

Keck Investment Company to retain its earn-

ings in order to function as it was organized.

A. It had to retain its earnings to procure

bank credit and to protect the investment of the

Superior Oil Company." [47]

Cross Examination.

*'By Mr. Wilson:

Q. Mr. Keck, who kept the books of account

of the Keck Investment Company from the

date of its formation %

A. You mean the name of the man ?

Q. Yes.

A. Well, I think Mr. Abbott was with me at

the time it was organized and Mr. Jones came

along a little later.

Q. Where are the books and records of the

company ?

A. Down at the office.

Q. Where is the office?

A. 8th and Spring, the National City Bank

Building.

Q. Here in Los Angeles ?

A. Yes, sir.

Q. Are the books and records of the Keck

Investment Company all there?

A. Yes, sir.
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Q. Does that include also the stock certifi-

cates book?

A. Yes, sir.

Q. What supervision, if any, did you have

over the maintenance of the books of account ?

A. Well, I am not a bookkeeper, I am a

driller. I had to take the attorneys and account-

ants word for that, and then we had Price-

Waterhouse audit them each year.

Q. Well, would you say at that time, to your

own personal knowledge, that the books were

correctly kept?

A. To the best of my knowledge they were.

Q. And that the entries appearing in the

books were to the vest of your knowledge cor-

rect?

A. Yes, sir.

Q. Not only for the part of 1922 that the

company was organized but for the subsequent

years as well? [48]

A. Yes, sir.

Q. Now, prior to the formation of the Keck

Investment Company, a partnership existed,

did it not, between you and your wife, Alice

B. Keck?

A. Yes, sir.

Q. And you and your wife owned the several

blocks of stock of the four companies that were

turned into the new corporation?

A. Yes, sir.
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Q. In 1922?

A. Yes, sir.

Q. Do you recall in just what form the offer

was made to transfer to the new company these

shares of stock? Was it in writing?

A. I believe it was. I don't know that for

sure.

Q. Do you recall whether one offer embodied

all four blocks of stock or whether there was a

separate and individual offer made for each of

the four companies?

A. I do not remember that.

Q. Do you remember whether the new cor-

poration acquired all four blocks of stock

simultaneously ?

A. I think they did.

Q. Now, when the stock was issued by the

new company, the Keck Investment Company,

there was a total of 19,997 shares of that new

stock that came to yourself and your wife?

A. I think that is correct ?

Q. And the other three qualifying shares

were paid for in cash ?

A. Yes, sir.

Q. By the way, do you recall who purchased

those other three shares?

A. Mr. Dempsey and Mr. Chandler and just

now I don't recall who the other director was.

But the records will show.
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Q. Had there been any assets of any kind

turned over to the new corporation prior to the

receipt by it of the stock, it didn't have any

other assets'?

A. No. [49]

Q. NoAv, it has been stipulated in the record

in this case that the 625,000 shares of the Su-

perior Oil Company stock which were among
those received by the new company on Novem-

ber 17, 1922, were put on the new corporation

books at a value of $625,000.00 or $1.00 a share.

Your testimony on direct examination this

morning has been that that stock was worth in

excess of $1.00 per share. Am I to understand

from that testimony that the book entry is in

error or merely a conservative figure?

A. I think it is just a conservative figure.

Q. The stock of the Star Petroleum Com-

pany was on the market, I believe you testified?

A. It was.

Q. And the figure of $70,000 for the 5,000

shares represents the then market value?

A. The market as of that date.

Q. You testified in your opinion the fair

market value of the Keck Drilling Corporation

stock, of which some 999,980 shares were re-

ceived by the new company, was in excess of

$500,000.00. The stipulated facts show that that

stock was entered on the new company's books

at $500,000.00. Is that book entry in error or

is that a conservative estimate ?
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A. That is a conservative estimate.

Q. Now, you had testified this morning that

the Miley-Keck stock per share had in your

opinion a fair market vahie of November 17,

1922, of an amount in excess of $5.00 per share.

That is your present opinion of the then vakie

of the stock?

A. Yes, sir.

Q. You were thoroughly familiar at that

time with the holding, assets and liabilities of

the Miley-Keck Oil Company, weren't you?

A. Yes, sir.

Q. You have been asked concerning the item

of $455,000.00 liability assumed, assumed liabil-

ity of your yourself and Mrs. Keck, assumed by

the new company, which you testified was paid.

Do you recall at what time that amount was

paid and in what manner?

A. Well, no, I do not at the present time,

I don't remember the date.

Q. Do you recall the year in which it was

paid?

A. I imagine it was paid in 1922 and 1923,

but I couldn't say. The records will show

that. [50]

Q. Now, you were asked concerning an item

of goodwill, relating to goodwill. The item you

have referred to appears as one of the entries

on Petitioner's Exhibit 4 and is designated

under the head of capital assets, goodwill,

$892,246.21. That is what the Keck Drilling
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Corporation has shown by its balance sheet of

December 31, 1923. You testified in your

opinion that did not clearly reflect the fact as

to the value of goodAvill at that time?

A. Not at that time.

Q. What in your opinion would have been

a reasonable amount of goodwill actually?

A. Now as to goodwill, they had no good-

will because they were not operating.

Q. Nothing for goodwill?

A. No.

Q. To that extent you would say that the

book entry was incorrect in the item of the

$892,000.00?

A. On that date.

Q. You were president of the Keck Invest-

ment Company, were you, from the time of its

formation ?

A. Yes sir.

Q. Are you now?

A. Yes sir.

Q. You were also its treasurer in the early

part of 1924?

A. No, I don't believe I ever was treasurer.

Q. Well, if you recall, during the month of

March, 1924, were you holding any other office

than that of president?

A. Of the Keck Investment Company?

Q. Yes.

A. I think not.
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Q. Mr. Chandler was secretary of the cor-

poration ?

A. I believe be was.

Q. Mr. J. P. Chandler? [51]

A. Yes, sir.

Q. Has the ratio of stock holdings in the

Keck Investment Company changed or, to be

more explicit, did it change during 1923 and

1924?

A. No, I think not.

Q. You and your wife owned the stock ex-

cept three other outstanding shares?

A. Of the Investment Company.

Q. That same condition existed at least

through 1924?

A. I believe it did.

Q. Now, you were asked, Mr. Keck, with

regard to the investment of the petitioner in

the Keck Drilling Company, that is, you were

asked as to the value, in your opinion, of that

investment at the end of 1923. Now, it has been

stipulated as a fact that the balance sheet taken

from the books of the Keck Investment Com-

pany disclose an investment in the Keck Drill-

ing Company as of December 31, 1923, of ap-

proximately $400,000.00. Did I understand you

to state on direct examination, in your opinion,

the value of that investment and as of that date

would be not in excess of $50,000.00?

A. Yes, sir.
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Q. And to that extent the difference between

approximately $50,000.00 and approximately

$400,000.00, to that extent that book entry in

your opinion was incorrect?

A. Just state that again.

Q. To the extent of the difference between

the amount the books show" as representing the

investment of the petitioner, in the Keck Drill-

ing Company and the amount which you stated

in your opinion directly reflected the real in-

vestment as of that time in 1923, the extent of

the difference between those two figures or ap-

proximately $350,000.00, in the book entry is

incorrect ?

A. You are taking in account the goodwill?

Q. No. I may have you confused on that.

The sitpulation of fact which is now part of

the record in this case shows, among other

things, that as of December 31, 1923, the books

of the Keck Investment Company show that as

of that date the investment of the company in

the Keck Drilling Company was $400,355.96.

Now, I understood you in direct examination to

testify that, in your opinion, the actual value

of the investment of the Keck Investment Com-

pany in the Keck Drilling Company, as of that

date, was not in excess of $50,000.00 Did I cor-

rectly understand? [52]

A. I said the value of the Keck Drilling

Corporation as of that date was not in excess

of $50,000.00, it was under $50,000.00.
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Q. The value of the Keck Drilling Com-

pany?

A. The corporation, I mean of what assets

it had left.

Q. It was inactive ?

A. Yes, it was inactive,

Q. You mean its total assets wouldn't have

been more than $50,000.00 at that time?

A. I don't think they would have been

$50,000.00."

Whereupon there was offered and received in

evidence Respondent's Exhibit A, being the income

tax return of the Keck Investment Company for

the year 1923.

Petitioner, Keck Investment Company, tenders

and presents the foregoing as a statement of evi-

dence in this case and prays that the same be ap-

proved by the United States Board of Tax Appeals

and made a part of the record in this case.

THOMAS R. DEMPSEY
A. CALDER MACKAY

Attorneys for Petitioner,

1104 Pacific Mutual Building,

Los Angeles, California.

The foregoing evidence is all of the evidence ad-

duced at the hearing before the United States Board

of Tax Appeals, except that the exhibits herein men-

tioned have been omitted, and the same is approved
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by Robert H. Jackson, General Counsel, Bureau of

Internal Revenue, as attorney for the Commissioner

of Internal Revenue. The said General Counsel

hereby expressly waives any requirement that the

said exhibits mentioned herein and in the Praecipe

be served upon him.

Dated : , 1934.

General Counsel, Bureau of

Internal Revenue. [53]

This statement of evidence is duly approved and

settled this 9th day of May, 1934.

EUGENE BLACK,
Member, United States Board

of Tax Appeals.

[Endorsed] : United States Board of Tax Ap-

peals. Lodged Apr. 20, 1934.

[Endorsed] : United States Board of Tax Ap-

peals. Filed May 9, 1934. [54]

[Title of Court and Cause.]

STIPULATION

IT IS HEREBY STIPULATED AND
AGREED by and between the parties hereto that:

(1) William M. Keck and Alice B. Keck were

the owners of certain property hereinafter described

which they, on or immediately prior to November

17, 1922, offered to transfer to Petitioner in consid-

eration of the issuance to them of 19,997 shares of
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Petitioner's capital stock, and the assumption by

Petitioner of liabilities for notes payable in the

sum of $455,000.00. The description of the property

so offered and the price at which offered (payable

as above indicated) by the said William M. Keck

and Alice B. Keck were as follows

:

625,000 shares of the capital stock

of Superior Oil Company, $ 625,000.00

5,000 shares of the capital stock of

Star Petroleum Company 70,000.00

999,980 shares of the capital stock

of Keck Drilling Corporation 500,000.00

321,275 shares of the par value of

$1.00 each of the capital stock

of Miley-Keck Oil Company 1,285,100.00

Total stocks $2,480,100.00

Notes Receivable 150,000.00

[55]

The Petitioner accepted the said offer and on No-

vember 17, 1922 the aforesaid stocks and notes re-

ceivable were duly transferred and assigned to the

Petitioner and it in turn issued to W. M. Keck and

Alice B. Keck in equal proportions, 19,997 shares

of the par value of $100.00 each of its capital stock,

and assumed liabilities represented by notes payable

in the total sum of $455,000.00. In addition to the

aforesaid 19,997 shares so issued. Petitioner also

issued three shares of its capital stock for cash at

par, namely $100.00 per share. The Petitioner's Bal-

ance Sheet as taken from its books as of November
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17, 1922 and immediately after the foregoing re-

flected the following

:

ASSETS:
Cash $ 300.00

Notes Receivable 150,000.00

Investments

:

Superior Oil Company-

Stock 625,000.00

Keck Drilling Corporation

Stock 500,000.00

Star Petroleum Company
Stock 70,000.00

Miley-Keck Company
Stock 1,285,100.00 2,480,100.00

Total Assets $2,630,400.00

LIABILITIES

:

Notes Payable $ 455,000.00

Capital Stock 2,000,000.00

Paid in Surplus 175,400.00

Total Liabilities $2,630,400.00

(2) In July, 1923, the Petitioner exchanged the

321,275 shares of stock of Miley-Keck Oil Com-

pany for capital stock of the Pacific Oil Company,

having a readily realizable market value of $l,28e5,-

100.00 at the time of the exchange. Said exchange

was not in pursuance of any plan of reorganization

and Petitioner was not in control of the Pacific Oil

Company immediately after such exchange. The

Pacific Oil Compan}^ stock so received by Petitioner

was entered on its books [56] at $1,285,100.00 and

no gain or loss upon such exchange was reflected

on Petitioner's books.
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(3) The said Miley-Keck Oil Company at No-

Tember 17, 1922, owned oil and gas leases on sixty

separate parcels of land in Sections 34 and 35, T.

5 S., R. 11 W. and Section 2, T. 6 S. R. 11 W. in

Hnntinglon Beach Townsite and contiguous thereto

in Orange County, California. All of such leases

were dated October 20, 1920. On November 17,

1922 the total liabilities of Miley-Keck Oil Company
exceeded the fair market value of all of its other

properties by the sum of $357,368.35. On Novem-

ber 17, 1922 the authorized and outstanding capital

stock (all common) of the Miley-Keck Oil Company
amounted to 1,000,000 shares of the par value of

$1.00 each.

(4) Comparative balance sheets for the year

under consideration taken from Petitioner's books,

together with increases and decreases in balance

sheet accounts follow:

1/1/23 12/31/23 Increase Decrease

ASSETS
Cash $ 1,208.64 30,467.71 29,259.07

Acct. Ree.

W. M. Keck 25,000.00* 27,419.09 52,419.09

Notes Rec.

:

Miley-Keck Oil Co. 275,000.00 150,000.00 125,000.00

Superior Oil Co. 74,650.00 74,650.00

Keck Drilling Co. 10,000.00 10,000.00

Star Petroleum Co. 20,000.00 20,000.00

Investments:
Superior Oil Co. 625,000.00 930,012.00 305,012.00

Miley-Keck
Oil Co. 1,285,100.00 (a) ].,285,100.00

Star Petroleum Coi. 70,000.00 70,000.00

Keck Drilling Co. 500,000.00 400,355.96 (b) 99,644.04

Pacific Oil Co. 1,285,100.00 (a)l,285,100.00

W. M. Keck Drilling Co. 1.00(c) 1.00

Brock & Co. 15,000.00 15,000.00

Accrued Interest 2,812.48

2,754,121.12

2,812.48

Totals ! $2,923,005.76

[57]

•Denotes red figures In Original Transcript of Record.
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1/1/23 12/31/23 Decrease

LIABILITIES & CAPITAL
Notes Payable 80,000.00

Accounts Payable
Accruals
Res. 1923 Federal Tax
Capital Stock 2,000,000.00

Surplus:

Donated 175,400.00

Earned 498,721.12

Totals $2,754,121.12

75,000.00

5,002.50

302,40

9,902.79

2,000,000.00

175,401.00

657,397.07

2,923,005.76

5,000.00

5,002.50

302.40

9,902.79

(c)

1,776,441.16

1.00

158,675.95

1,776,441.16

(a) Exchange of stock for stock.

(b) Liquidating dividend received.

(c) Donated stock.

(5) An analysis of the surplus account as shown

by the books is as follows:

Taxable
Net Income

Nontaxable
Income Total

Unallowable
Deductions Net Profit

$79,222.32 $146,966.44 $226,188.76 $ 2,940.00 $223,248.76

Dividends
Paid

Surplus
Charges*

Addition
to Surplus

Surplus
Dec. 31

$50,000.00 $ 14,572.81 $158,675.95 $657,397.07

*1923 Federal Tax Reserve $ 9,902.79

1922 Expense paid in 1923 2,127.24

Organization expenses not capitalized 2,542.78

114,572.81

(6) A statement of source and application of

funds for the year 1923 follows

:

SOURCE OF FUNDS
Net Profits $223,248.76

Collection of Notes Receivable

Miley-Keck Oil Co $125,000.00

Star Petroleum Co 20,000.00 145,000.00

Sale of Investments

:

Star Petroleum Co 70,000.00

Liquidating dividends—Keck Drilling Co 99,644.04

Collection of interest income accrued in 1922 2,812.48

Liabilities increased

:

Accounts Payable 5,002.50

Accruals 302.40 5,304.90

Total $546,010.18

[58]
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APPLICATION OF FUNDS
Retained as addition to cash account $ 29,259.07

Withdrawn by W. M. Keck:

In payment of loan to corporation $ 25,000.00

Loaned to W. M. Keck by

Corporation 27,419.09 52,419.09

Notes Receivable increased:

Superior Oil Co 74,650.00

Keck Drilling Co 10,000.00 84,650.00

Investments increased

:

Superior Oil Co $305,012.00

Brock & Co 15,000.00 320,012.00

Liabilities decreased

:

Notes Payable 5,000.00

Expenses of 1922 paid in 1923 2,127.24

Organization Expense not capitalized 2,542.78

Cash dividends paid 50,000.00

Total 546,010.18

THOMAS R. DEMPSEY
A. CALDER MACKAY

Attorneys for Petitioner,

1104 Pacific Mutual Building,

Los Angeles, California.

C. M. CHAREST
Attorney for Respondent.

[Endorsed] : United States Board of Tax Ap-

peals. Filed at hearing. June 14, 1932. [59]
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PETITIONER'S EXHIBIT 1

COPY
ARTICLES OF INCORPORATION

OF
KECK INVESTMENT COMPANY.

KNOW ALL MEN BY THESE PRESENTS:
That we, W. M. Keck, Alice B. Keck and J. P.

Chandler, adult citizens and residents of the State

of California, have this day voluntarily associated

ourselves together for the purpose of forming a

corporation under the laws of the State of Cali-

fornia ; and we do hereby certify

:

I.

That the name of said corporation shall be and is

KECK INVESTMENT COMPANY.

II.

The purposes for which it is formed are

:

(a) To take, receive and hold and dispose of

any and all property, both real and personal, of

every kind which may be conveyed to it by the

stockholders hereof or other persons, and to invest

and reinvest said property so conveyed to it as this

board of directors shall so desire.

(b) To purchase, control, acquire, own, hold,

maintain, improve, sell, exchange and lease, in-

ciunber, mortgage, pledge, grant, transfer, convey,

real and personal property of every nature and

description.

(c) To engage in, carry on and conduct any

branch of business incident or appurtenant to, or
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connected with, any of the purposes hereinbefore

mentioned; to borrow money and incur any obliga-

tion, and to do each and every lawful act or thing

whatsoever in the name and on behalf of the corpo-

ration hereby formed, and as security for the re-

payment of such money, or as security for the per-

formance of such obligation, to mortgage, pledge,

and in anywise deal in or with, or dispose of, any

of the real or personal property of said corporation

;

and to do any act or thing, and to make any [60]

lawful contract in the name and on behalf of the

company as aforesaid, which may lawfully be made

by, or in the name or on behalf of any corporation,

association, joint stock company, firm or person,

and generally to do, engage in, and transact any

enterprise, business or pursuit, and deal in real or

personal property in each, every and any lawful

way.

(d) To purchase, own, control, contract for or

concerning, acquire, receive, possess, hold, use and

license others to use, sell, exchange, lease, encumber,

mortgage, pledge, grant, transfer, convey, assign and

deal in or with shares of the capital stock or bonds

or notes or securities or evidences of property or

indebtedness of this corporation, or of any corpora-

tion, association, joint stock company, firm or per-

son, or any interest whatever in such or in any kind

of property.

(e) To purchase or acquire its own capital stock

from time to time, to such extent, in such manner,

and upon such terms, as its board of directors shall

determine, and to provide for acquisition, from time



80 Keck Investment Company vs.

to time when and if and as permitted by law, of

shares evidencing" its own outstanding capital stock,

common as well as preferred, by issue and delivery

of shares evidencing its own capital stock then sub-

ject to disposition by its board of directors, or then

lawfully issuable by the corporation.

(f) To promote, maintain, aid, perform, execute,

contract for or concerning, acquire, own, hold, deal

in or with or dispose of, all or anything incidental

to or necessary, convenient, auxiliary or proper, in

the judgment of the board of directors, to carry out

or perform any of the matters, things or purposes

aforesaid, or incidental thereto, or connected there-

with, and to acquire and exercise any rights, fran-

chises or privileges which, from time to time, may
be deemed by the board of directors necessaiy,

requisite, useful, convenient, incidental or auxiliary

to any of the purposes, [61] objects, or things here-

inbefore referred to, as well as those which, in the

judgment of the board of directors, may tend to

advance and conduce to the interests of this corpora-

tion, directly or indirectly.

III.

The place where the principal business of said

corporation is to be transacted is the city of Los

Angeles, county of Los Angeles, state of California.

IV.

The term for which said corporation is to exist

is fifty (50) years from and after the date of its

incorporation.
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V.

The number of directors or trustees of said cor-

poration shall be three. The names and residences

of the directors or trustees who are appointed for

the first year and to serve until the election and

qualification of their successors respectively, are as

follows, to-wit:

NAME RESIDENCE
W. M. Keck Los Angeles, California,

Alice B. Keck Los Angeles, California,

J. P. Chandler Los Angeles, California.

VI.

The amount of the capital stock of said corpora-

tion is Two Million Dollars ($2,000,000.00) and the

number of shares into which it is divided is twenty

thousand (20,000), each share having a par value

of One hundred ($100.00) dollars, all of said stock

being common stock.

VII.

The amount of said capital stock which has been

actually subscribed is three shares, of the par value

of $300.00.

The names of the persons by whom the same has

been subscribed, and the number of shares sub-

scribed for by them respectively, are as follows,

to-wit: [62]

NAME OF NO. OF
SUBSCRIBERS SHARES AMOUNT

W. M. Keck one $100.00

Alice B. Keck one $100.00

J. P. Chandler one $100.00
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IN WITNESS WHEREOF, we have hereunto

set our hands and seals this 6th day of November,

1922.

W. M. Keck (SEAL)
Alice B. Keck (SEAL)
J. P. Chandler (SEAL)

I, F. D. JONES, Assistant Secretary of the Keck

Investment Company, do certify that the above is a

true copy of the Articles of Incorporation of the

Keck Investment Company.

F. D. JONES
Assistant-Secretary.

Subscribed and sworn to before me
this 14th day of June, 1932

(Seal) D. E. EGAN
Notary Public in and for County of

Los Angeles, State of California.

My commission expires May 31, 1933.

[Endorsed]: United States Board of Tax Ap-

peals. FHed Jun. 14, 1932. [63]
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PETITIONER'S EXHIBIT 2

TREASURY DEPARTMENT
Internal Revenue Service

Office of 728 South Hill Street

Supervising Internal Los Angeles, Calif.

Revenue Agent

San Francisco Division October 14, 1927

In re: Keck Investment Co.

Los Angeles, California

Thomas R. Dempsey & Company

Security Building

Los Angeles, California

Gentlemen

:

As requested in your letter of even date, there is

handed you herewith a copy of valuation report in

the above-named case.

Respectfully,

E. C. Wright,

Internal Revenue Agent in Charge

By S. S. Stahl

Internal Revenue Agent.

JRR:EC
End. [64]
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VALUATION REPORT

Los Angeles, California

October 12, 1927.

Internal Revenue Agent in Charge,

San Francisco, California.

In re: Keck Investment Company,

Los Angeles, California.

Engineer Revenue Agent

John R. Roberts

Examination Commenced
October 9, 1927

Examination Completed

October 14, 1927

Time spent on examination

One and one-half days

The point at issue is the valuation of the Miley-

Keck Oil Company as of November 17, 1922. As
the Miley-Keck Oil Company stock was not traded

in, nor did it have a free and unrestricted market

value on that date, it has become necessary to value

the assets of the Oil Company. All of its holdings

and assets were in the Huntingdon Beach Field of

the Los Angeles Basin.

The valuation data submitted under date of April

6, 1927 by W. N. Thayer, Engineer for the Keck

Investment Company, has been carefully consid-

ered and discussed with him. Also, the valuation

data received in the Los Angeles Branch Office May
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31, 1927 for valuation of Miley-Keck Oil Company
stock as of July 31, 1923, has been received. The

methods of valuation and reserves herein used are

those applicable in the valuation for depletion pur-

poses of the Miley-Keck Oil Company for the year

1922, and are based upon reserves that were used

by the Company and the Bureau in that instance.

Leaseholds of the Miley-Keck Oil Company are

situated in Sections 34 and 35, T. 5 S., R. 11 W.,

and Section 2, T. 6 S. R. 11 W., Orange County,

California, and are (60) sixt}^ separate parcels of

town lots etc., on the Huntington Beach Townsite

and contiguous thereto. The Company owns a (5/6)

five-sixths working interest in each lease. They all

bear the effective date of October 10, 1920.
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METHOD OF OIL VALUATION
(Oil in ground only)

Total net reserves as of November 17, 1922,

are heretofore estimated X^/6) 7,651,296 bbls.

[65]

Price of oil at November 17, 1922 $1.15 per bbl

Value of Net gas at November 17,

1922 AM per cu. M.

For each barrel of oil—1 cu. M. of gas

Value of dry gas included in wet

gas value 0.00

Total value per bbl. of oil $1.26

Less operating, lift costs etc., and

deferment per bbl. .42^

$.84^

Less 20% for purchasers profit and

other hazards .80

Net value of one bbl. of oil in the

ground 11-17-1922 .6720^

Net bbls. (5/6) 7,651,296

.6720^

Total value of oil in the ground as

of 11-17-1922 (2) pencil $5,141,670.91



Comm. of Internal Revenue 87

This item of $5,141,670.91 is solely the value of the

oil in the ground on the basic date and does not

include other assets which are as per books less de-

preciation and other deductions sustained to basic

date.

The total net worth can only be determined a*s per

books and by giving effect to the above value. The

books are not available to this Engineer.

The Miley-Keck Oil Company stock was not on

the market in 1923. However, on July 31, 1923 it

was fairly worth 64% of its value on November 17,

1922. The control of the company on the latter date

was most definitely passing into stronger hands. This

had been fore-cast by events immediately preceding

July 1923.

(Signed) JOHN E. ROBERTS
Engineer Revenue Agent

[Endorsed] : United States Board of Tax Appeals.

Filed Jun. 14, 1932. [66]
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PETITIONER'S EXHIBIT 3

KECK INVESTMENT COMPANY
SUMMARY OF ADVANCES TO SUPERIOR

OIL COMPANY
Amount REPAYMENT Net
advanced By cash By stock Indebtedness

1923 January
February $132,226.00 $132,226.00

March 72,500.00 204,726.00

April 81,038.00 $ 33,000.00 252,764.00

May 252,764.00

June 25,000.00 $214,612.00 13,152.00

July 145,000.00 7,652.00 150,500.00

August 129,000.00 150,000.00 70,000.00 59,500.00

September 12,000.00 71,500.00

October 50,000.00 100,000.00 21,500.00

November 52,650.00 74,150.00

December 6,000.00 5,500.00 74,650.00

Totals for year $680,414.00 $321,152.00 $284,612.00 $ 74,650.00

1924 January $ 74,650.00

February $250,000.00 324,650.00

March 324,650.00

April 150,000.00 474,650.00

May 474,650.00

June 155,267.54 $ 82,552.71 547,364.83

July 79,691.29 79,691.29 547,364.83

August 156,121.80 81,121.80 622,364.83

September 81,121.80 81,121.80 622,364.83

October 2,280.68 81,121.80 543,523.71

November 1,952.18 81,121.80 464,354.09

December 1,622.31 81,121.80 384,854.60

Totals for year $878,057.60 $567,853.00 $384,854.60

1925 January $384,854.60

February 384,854.60

March $100,000.00 484,854.60

April 484,854.60

May 484,854.60

June 484,854.60

July 484,854.60

August 484,854.60

September $ 10,000.00 474,854.60

October 474,854.60

November 474,854.60

December 5,000.00 469,854.60

Totals for year $100,000.00 $ 15,000.00 $469,854.60

SUMMARY
Total cash advances during 3 years $1,658,471.60

Total repaid in cash during !5 years 336,152.00 $1,322,319.60

Stock taken in repayment 852,465.00

Balance outstanding at December 31, 1925, as above $469,854.60

[Endorsed] : United States Board of Tax Appeals.

Filed Jun. 14, 1932. [67]
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PETITIONER'S EXHIBIT 4

KECK DRILLING CORPORATION
BALANCE SHEET—DECEMBER 31, 1923.

ASSETS

:

Capital Assets:

Goodwill $892,246.21

Pacific Oil stock (137 shares) at cost 1,770.74

Current Assets

:

Note Receivable 10,000.00

Accounts Receivable 25,155.45

Cash 3,365.16 38,520.61

Total Assets $932,537.56

LIABILITIES

:

Capital Stock 1,000,000.00

Liquidating dividends 99,664.07 $900,335.93

Current Liabilities:

Notes Payable 10,047.94

Accounts and wages payable 17,587.86

Tax Reserves 4,565.83 32,201.63

Surplus 46,488.83

Dividend 46,488.83

$932,537.56

[Endorsed] : United States Board of Tax Appeals.

Filed Jim. 14, 1932. [68]
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PETITIONER'S EXHIBIT 5

KECK INVESTMENT COMPANY
DETAIL OF NOTES PAYABLE

ACCOUNT DURING CALENDAR YEAR 1924

1

Debit Credit Balance

January J3alance from 1023 $ 75,000.00

4 Farmers and Merchants
National Bank—6 months $275,000.00

24 Wells Fargo Bank and Union
Trust Company—6 months 300,000.00 650,000.00

February 11 American Exchange Bank

—

6 months 300,000.00 950,000.00

April 30 Cash $950,000.00

July 28 Farmers and Merchants National
Bank—6 months 300.000.00 300,000.00

November 30 Dore Drilling Company—for

purchase of- Superior Oil

Company stock 55,920.48 355,920.48

December 31 Cash to Farmers and Merchants
National Bank 55,000.00 300,920.48

[Endorsed] : United States Board of Tax Appeals.

Filed Jun. 14, 1932. [69]
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PETITIONER'S EXHIBIT NO. 6

KECK INVESTMENT (^OMPiVNY
DETAILS OF W. M. KECK'S DRAWINGS

ACCOUNT THROUGH CALENDAR
YEAR 1924.

1

Debit Credit Balance

January Balance from 1923 $14,696.02

February 27 Cash to Dore Drilling

Company $ 2,577.18

29 " from W. M. Keck
Co-Partnership $ 500.00 16,773.20

April 11

15 <<

2,000.00

25,000.00

16 " Liberty Bond coupons 297.50

22 " Liberty Bond Coupons 1,381.25 42,094.45

May 13
" 2,275.12

19
" 8,050.35 52.419.92

June 12 " W. M. Keck Co-Partnership 1,655.51

16
" 6,500.00

30 " Liberty Bond Coupons 446.24

" Donation to McKinley
Home 2.500.00 59.318.17

August 6
" 3.000.00 62,318.17

September 19
" 105.00 62,423.17

October 16 " Liberty bond coupons

2,030.12

1,678.75

22
" 105.00 62,669.54

November 12 " to Superior Oil Company 200.82

18 " to Lyon and Lyon 170.25

20 " 1,275.00

28 " 500.00

30 " 1/^ interest in Joughin
over-ride 37,500.00 27,315.61

December 20

23

" Liberty bond coupons

2,000.00

446.26

29 " to Superior Oil Company .73

30
" 27,500.00 1,370.08

[Endorsed] : United States Board of Tax Appeals.

Filed Jun. 14, 1932. [70]
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PETITIONER'S EXHIBIT 7

KECK INVESTMENT COMPANY
DETAILS OF ALICE B. KECK'S DRAWINGS

ACCOUNT THROUGH CALENDAR
YEAR 1924

Debit Credit Balance

January 1 Balance from 1923 $12,698.54

4 Cash $ 7,500.00

10 " % 2.50 20,196.04

February 18 " " 5,000.00

W. M. Keck Co-Partnership 500.00 24,696.04

March 13 Ca.sh—Compensation insurance 18.79

13 " —Income tax 1923 159.07

14 " — 10,000.00 34,873.90

April 16 I>iiberty Bond coupons 297.50

22 Liberty Bond coupons 1,381.25 33,195.15

May 17 Auto insurance—refund 1.75

19 Cash 16,949.65 50,143.05

June 12 • from W. W. Keck
Co-Partnership 1,655.50

30 " Liberty Bond coupons 446.25

3 Collector of Internal Revenue 2,574.32

9 Income tax 1923 79.54 50,695.16

A-Ugust 6 Cash 5,000.00 55,695.16

September 18
"

3,000.00

19 Income tax 1923 and penalty 125.26 58,820.42

October 16 Cash—Liberty bond coupons 1,678.75

22 " 2,551.38 59,693.05

November 12 " —Superior Oil Company 467.66

30 Charging Superior with Mrs.
Keek's share of Joughin
over-ride 37,500.00 22,660.71

December 2 Cash 2,000.00

11 Income tax 1923 113.33

Refund—Automobile insurance 23.90

Cash—Liberty Bond coupons 446.25

23 " — 2,000.00

30 " 500.00

27,500.00 696.11

[Endorsed]: United States Board of Tax Ap-

peals. Filed Jun. 14, 1932. [71]
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PETITIONER'S EXHIBIT NO. 8

SUPERIOR OIL COMPANY
BALANCE SHEET DECEMBER 31, 1923

ASSETS

PROPERTIES, AT COST:

Land $ 49,206.20

Oil leases $2,842,181.98

Oil wells and equipment 644,979.43

Buildings, plant and other
equipment 446,478.31

$3,933,639.72

Less—Reserves:

Depletion $987,772.83

Depreciation 238,285.96 1,226,058.79 2,707,580.93 $2,756,787.13

CURRENT AND WORKING
ASSETS:

Inventories:

Crude oil, at market

—

11,186 barrels $ 7,508.35

Materials and supplies

(at cost) 92,385.28 $ 99,893.63

Notes receivable 8,400.00

Accounts receivable 278,060.32

Cash 20,847.65 407,201.60

DEFERRED CHARGES:

Prepaid insurance, etc. 13,824.21

Total Assets $3,177,812.94

DEFICIT:

Balance December 31, 1922 $ 174,746.32

Net loss for year ending December 31, 1923 1,579,689.96 1,754,436.28

$4,932,249.22
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LIABILITIES

CAPITAL STOCK:
Authorized Issued

Preferred—10% cumulative

—

par value $1.00 per share $1,250,000.00 $1,000,000.00

Common—par value

$1.00 per share 3,750,000.00 3,000,000.00

$5,000,000.00 $4,000,000.00

STOCKHOLDERS AND AFFILIATED
COMPANIES:

Notes payable $ 147,900.00

Accounts payable 18,410.74 166,310.74

CURRENT LIABILITIES:

Notes payable

—

Banks $ 200,000.00

Trade Creditors 212,836.45 $ 412,836.45

Accounts payable

—

Trade creditors $ 248,628.12

Royalties 14,765.49

Accrued wages 15,618.61

Accrued interest 2,763.28

Accrued taxes 71,326.53 353,102.03 765,938.48

$4,932,249.22

[Endorsed] : United States Board of Tax Appeals.

Filed Jim. 14, 1932. [72]
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PETITIONER'S EXHIBIT NO. 9

SUPERIOR OIL COMPANY
BALANCE SHEET, DECEMBER 31, 1924

95

ASSETS
PROPERTIES, AT COST:
Land
Oil leases

Oil wells and equipment

Buildings, plant and
other equipment

Less—Reserves

:

Depletion

Depreciation

$1,410,437.84

683,308.94

$ 49,206.20

$2,501,009.53

1,852,300.71

606,637.64

$4,959,947.88

2,093,746.78 2,866,201.10 $2,915,407.30

INVESTMENT IN NORTH
WHITTIER HOLDING COMPANY
NOTE RECEIVABLE, SECURED,
DUE ON OR BEFORE
JUNE 21, 1929

CURRENT AND WORKING
ASSETS:

Inventories:

Crude oil at market
(11,027.63 barrels)

Materials and supplies

Accounts receivable:

Trade

Subscriptions to capital stock

Cash in banks and on hand

DEFERRED CHARGES:
Capital stock-discount

Prepaid insurance, etc.

Total Assets

DEFICIT:
Balance December 31, 1923

Loss for year ending December 31, 1924

25,062.50

6,000.00

12.475.55

120,805.03 $ 133,280.58

337,367.30

2,138.16 339,505.46

91,498.85 564,284.89

$2,000,000.00

22,760.45 2,022,760.45

$5,533,515.14

$1,754,436.28

1,098,135.05 2,852,571.33

$8,386,086.47
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CAPITAL STOCK:

Preferred—10%
cumulative par
value $1.00

Common—par
value $1.00

LIABILITIES

Authorized Subscriptions Issued

$ 4,000,000.00 $ 142,797.00 $1,857,203.00

7,000,000.00 285,594.00 4,714,406.00

$11,000,000.00 $ 428,391.00 $6,571,609.00 $7,000,000.00

LEASE BONUS PAYABLE OUT OF
FUTURE PRODUCTION 30,489.49

STOCKHOLDERS AND AFFILIATED COMPANIES:

Notes payable $ 384,854.60

Accounts payable 16,606.67 401,461.27

CURRENT LIABILITIES:

Notes payable:

Banks

Others

Accounts payable:

Trade creditors

Lease bonus

Royalties and joint interests

Accrued wages

Accrued interest

Accrued taxes

CONTINGENT LIABILITY ON
NOTES RECEIVABLE DIS-
COUNTED IN RESPECT OF
CAPITAL STOCK
SUBSCRIPTIONS

$ 300,000.00

375,445.23 $ 675,445.23

$ 125,510.37

76,156.57

16,277.13

24,016.04

5,189.37

31,541.00 278,690.48

78,761.13

954,135.71

$8,386,086.47

[Endorsed] : United States Board of Tax Appeals.

Filed Jun. 14, 1932. [73]
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PETITIONER'S EXHIBIT NO. 10

SUPERIOR OIL COMPANY
BALANCE SHEET DECEMBER 31, 1925

ASSETS

PROPERTIES AT COST:

Oil and other lands (subject to

purchase money obligations,

per contra) $ 355.189.88

Oil leases $2,180,762.21

Oil wells and equipment 2,093,628.65

Buildings, plant and other
equipment 656,648.85

$4,931,039.71

Less—Reserves:

Depletion $1,624,685.78

Depreciation 1,107,700.99 2,732,386.77 2,198,652.94 $2,553,842.82

NOTE RECEIVABLE, SECURED,
DUE ON OR BEFORE
JUNE 21, 1929 6.000.00

CURRENT AND WORKING
ASSETS:

Inventories:

Crude oil at market
(9,145.10 barrels) $ 9,062.75

Materials and supplies 104,497.92 $ 113,560.67

Accounts receivable 197,583.74

Cash in banks and on hand 197,517.26 508,661.67

DEFERRED CHARGES:
Capital stock discount $2,012,008.00

Prepaid taxes, insurance, etc. 46,902.55 2,058,910.55

Total assets $5,127,415.04

DEFICIT:

Balance December 31, 1924 $2,852,571.38

Less: excess tax reserve prior

years 26,557.47 $2,826,013.86

Profit for year ending December
31, 192B 151.5l0.r.l 2.674,197.35

$7,801,912.39
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LIABILITIES

CAPITAL STOCK:
Authorized Issued

Preferred:

10% cumulative, par value $1.00 ?4, 000, 000. 00 $2,006,004.00

Common:

Par value $1.00 7,000,000.00 5,012,008.00

$11,000,000.00 $7,018,012.00 $7,018,012.00

LEASE BONUS PAYABLE OUT
OF FUTURE PRODUCTION 15,183.97

PURCHASE MONEY OBLIGATIONS
(OF WHICH $169,000.00 MATURES
ON OR BEFORE NOVEMBER 27,

1926 203,587.82

NOTES PAYABLE TO STOCK-
HOLDERS AND OTHERS
(SINCE PAID) 469,854.60

CURRENT LIABILITIES:

Trade creditors $ 50,437.67

Royalties and joint interests 26,016.29

Accrued wages 18,820.04 95,274.00

$7,801,912.39

[Endorsed] : United States Board of Tax Appeals.

Filed June 14, 1932. [74]



Comm. of Internal Revenue 99

RESPONDENT'S EXHIBIT A
CORPORATION INCOME TAX RETURN

For Calendar Year 1923

File This Return "With the Collector of Internal Revenue for

Your District on or Before March 15, 1924

Print Plainly Corporation's Name and Business Address

KIECK INVESTMENT COMPANY
(Name)

12th Floor, A. G-. Bartlett Bldg.,

(Street and Number)
Los Angeles, Calif.

(Post office and State.)

Date of Incorporation 1922

Under the Laws of What State or Country California

Page 1 of Return

(Do Not "Write in these Spaces)

File Code

Serial Number 401980

First Payment

$

Examined by

(Cashier's Stamp)

Cash Check M.O. Cert, of Ind.

Form 1120

U. S. Internal Revenue

(Auditor's Stamp)

Sec [illegible], 1920

Assessment

Tax $44,047.19

Penalty

Interest

Total $

Basis or RAR 10/22/27

Audited by O. A. Beecham
Unit No. FAR 3/25/28

List

Page Line
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Kind of Business INVESTMENTS AND FINANCE
Is this a consolidated return? No.

Item and

Instruction No GROSS INCOME
1. Gross Sales from Trading or Manufacturing,

Less Returns and Allowances $ _

2. Less Cost of Goods Sold:

(a) Inventory at beginning of year _

(b) Merchandise bought for sale _

(c) Cost of manufacturing or otherwise

producing goods (From Schedule A) _

(d) Total of lines (a), (b), and (c) $ „

(e) Less inventory at end of year _ „

3. Gross Profit from Trading or Manufacturing

(Item 1 minus Item 2) $ _.

4. Gross Profit from Operations Other than Trading

or Manufacturing. (State source of income) :

(a)

(b) _-

(c) -

5. Interest on Bank Deposits, Notes, Mortgages,

and Corporation Bonds $ 31,882.45

6. Rents

7. Royalties _ _

8. Profit from Sale of Real Estate,

Stocks, Bonds, and other Capital

Assets (From Schedule B) 75,754.00

9. Dividends on Stock of Domestic

Corporations 146,966.44

10. Other Income (including dividends

received on stock of foreign

corporations). (State nature of income) :

(a)

(b)

(c)

11. Total Income in Items 3 to 10 $254,602.89

DEDUCTIONS
12. Compensation of Officers (From

Schedule C) $

13 Rent on Business Property

14. Repairs (From Schedule D)
15. Interest 16,860.92

16. Taxes (From Schedule E) 2,580.00
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17. Losses by Fire, Storm, etc,

( From Schedule F )

18. Bad Debts (From Schedule G)

19. Dividends (From Schedule H) 146,966.44

20. Depreciation (resulting from

exhaustion, wear and tear, or

obsolescence ) ( From Schedule I )

21. Amortization of War Facilities

22. Depletion of Mines, Oil and Gas

Wells, Timber, etc

23. Other Deductions Not Reported Above.

(Explain below, or on separate sheet) :

(a) Brokerage 2',022.93

(b) Transfer Charges Etc 354.43

(c) Legal and Professional Fees 5,150.00

(d) General Office Expenses 1,445.85

(e)

24. Total Deductions in Items 12 to 23 $175,380.57

25. Net Income (Item 11 minus Item 24) $ 79,222.32

COMPUTATION OF TAX
26. Net Income (Item 25 above) $ 79,222.32

27. Less Credit of $2,000 (for a domestic corpora-

ation having a net income of less than

$25,250)

28. Balance (Item 26 minus Item 27) $ 79,222.32

29. Income Tax (121/2% of Item 28) $ 9,902.79

30. If the Net Income of a Domestic Corporation

is Less Than $25,250, Enter the Amount in

Excess of $25,000

31. Total Tax (Item 29 plus Item 30) $ 9,902.79

32. Less: Income Tax Paid at Source (This credit

can only be allowed to a nonresident foreign

corporation)

33. Income and Profits Taxes Paid to a Foreign

Country or to a Possession of the United

States by a domestic corporation

34. Balance of Tax (Item 31 minus
Items 32 and 33) $ 9,902.79

An amended return must be marked "Amended" at top of

return.

Checks and drafts will be accepted only if payable at par.

[75]
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Page 4 of Return.

SCHEDULE L.—RECONCILIATION OF NET INCOME
AND ANALYSIS OF' CHANGES IN SURPLUS.

1. Net income from Item 25, page 1 of the return $ 79,222.32

2'. Nontaxable income

:

(a) Interest on obligations of the United States

and its possessions

(b) Interest on obligations of States, Territories,

and political subdivisions thereof

(c) Interest on Farm Loan Bonds issued under

Federal Farm Loan Act

(d) Dividends deductible under Section 234(a)

6 of the Revenue Act of 1921 146,966.44

(e) Proceeds of life insurance policies paid

upon the death of the insured

(f) Other items of nontaxable income

(to be detailed) :

(1)

(2)

(3) -

3. Charges against reserve for bad debts, if

Item 18, page 1 of return, is not an addition

to a reserve

4. Charges against reserves for contingencies, etc.

(to be detailed) :

(a)

(b)

(c)

5. Total of Lines 1 to 4, inclusive $226,188.76

6. Total from Line 14 2,940.00

7. Net profit for year as shown by books, before

any adjustments are made therein (Line 5

minus Line 6 ) $223,248.76

8. Surplus and undivided profits as shown by

balance sheet at close of preceding taxable

period 498,721.12

9. Other credits to surplus (to be detailed) :

(a)

(b)

(c) -
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10. Total of Lines 7 to 9, inclusive $721,969.88

11. Total from Line 17 64,572.81

12. Surplus and undivided profits as shown by

balance sheet at close of taxable period (Line

10 minus Line 11) $657,397.07

13. Unallowable deductions:

(a) Donations, gratuities, and contributions $ 2,940.00

(b) Income and profits taxes paid to the United

States, and so much of such taxes paid to

its possessions or foreign countries as are

claimed as a credit in Item 33, page 1 of

the return

(c) Special improvement taxes tending to in-

crease the value of the property assessed

(d) Furniture and fixtures, additions, or better-

ments treated as expenses on the books

(e) Replacements and renewals _

(f) Insurance premiums paid on the life of

any officer or employee where the corpora-

tion is directly or indirectly a beneficiary _

(g) Interest on indebtedness incurred or con-

tined to purchase or carry obligations or

securities (except Victory 3%% notes, orig-

inally subscribed for by the corporation),

the interest upon which is wholly exempt

from taxation „

(h) Additions to reserves for bad debts which

are not included in Item 18, page 1 of

return

(i) Additions to sinking fund reserve, and re-

serves for bad debts and other contingen-

cies (to be detailed) :

(1)

(2) - -

(3)

(j) Other unallowable deductions

(to be detailed) :

(1)

(2) _

(3)
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14. Total of Line 13 $ 2,940.00

15. Dividends paid during the taxable period (state

whether paid in cash, stock of this company,

or other property) :
•

(a) Date paid July 25, 1923 Character Cash $ 50,000.00

( b ) Date paid Character

( c ) Date paid Character

( d ) Date paid Character

16. Other debits t^3 surplus (to be detailed) :

(a) Federal Income Tax 1923 9,902.79

(b) Interest omitted from 1922 a/cs 2,127.24

(c) Organization Expenses 2,542.78

17. Total of Lines 15 and 16 $ 64,572.81

QUESTIONS.
Kind of Business.

1. By means of the key letters given below, iden-

tify the corporation's main income-producing ac-

tivity with one of the general classes, and follow this

by a special description of the business sufficient to

give the information called for under each general

class.

A.—Agriculture and related industries, including

fishing, logging, ice harvesting, etc., and also the

leasing of such property. State the product or

products. B.—Mining and quarrying, including gas

and oil wells, and also the leasing of such property.

State the product or products. C.—Manufacturing.

State the product and also the material if not im-

plied by the name of the product. D.—Construction

—excavations, buildings, bridges, railroads, ships,

etc., also equipping and installing same with sys-

tems, devices, or machinery, without their manufac-
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tnre. State nature of structures built, materials

used, or kind of installations. El.—Transportation

—rail, water, local, etc. State tlie kind and special

product transported, if any. E2.—Public utilities

—

gas (natural, coal, or water) ; electric light or power

(hydro or steam generated) ; heating (steam or hot

water) ; telephone ; waterworks or power. E3.—Stor-

age—without trading or profit from sales— (eleva-

tors, warehouses, stockyards, etc.). State product

stored. E4.—Leasing transportation or Titilities.

State kind of property. F.—Trading in goods

bought and not produced by the trading concern.

State manner of trade, whether wholesale, retail, or

commission, and product handled. Sales w^ith stor-

age with profit primarily from sales. G.—Service

—

domestic, including hotels, restaurants, etc.; amuse-

ments, other professional, personal, or technical

service. State the service. H.—Finance, including

banking, real estate, insurance. I.—Concerns not

falling in above classes (a) because of combining

several of them with no predominant business, or

(b) for other reasons.

2. Concerns whose business involves activity fall-

ing in two or more of the above general classes,

where the same product is concerned, should report

business as identified with but one of the above

general classes; for example, concerns in A or B
which also transport and market their own product

exclusively or mainly, should still be identified with

classes A or B; concerns in C (manufacturing)

which own or control their source of material sup-
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ply ill A or B and which also transport, sell, or in-

stall their own product exclusively or mainly, should

be identified with manufacturing; concerns in D
maj^ control or own source of supply of materials

used exclusively or niaiiily in their constructive

work; concerns in El or E2 may own or control

the source of their material or power; concerns in

F may transport or store their own merchandise,

but its production would identify them with A, B,

or C.

3. Answers

:

(a) General class (use key letter designation) I.

(b) Main income-producing business (give spe-

cifically the information called for under each key

letter, also whether acting as principal, or as agent

on commission ; state if inactive or in liquidation)

Trading and Investing in Stocks and Securities and

financing affiliated Companies.

Affiliations With Other Corporations.

(To be Answered by Every Corporation.)

4. Does the corporation own directly or control

through closely affiliated interests or by a nominee

or nominees over 70 per cent of the outstanding vot-

ing capital stock of another corporation or of other

corporations? YES.

5. Is over 70 ]^er cent of your outstanding voting

capital stock owned by another corporation or by

two or more corporations that are affiliated? NO.

6. Is over 70 per cent of your outstanding voting

capital stock as well as over 70 per cent of the out-

standing voting capital stock of another corporation
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or of other corporations owned or controlled by the

same individual or partnership or by the same in-

dividuals or partnerships ? NO.

7. If the answer to questions 4, 5, and 6, or to

any of them, is '*yes", answer the following:

(a) Did the corporation file Affiliated Corpora-

tions Questionnaire, Form 819, for 1917 or subse-

quent taxable years ? NO. If the answer to this ques-

tion is "yes," a questionnaire is not required, ex-

cept under the circumstances described in question

(b). If the answer to this question is "no," and the

answer to questions 4, 5, and 6, or to any of them, is

"yes," procure from the Collector of Internal Reve-

nue for your district. Forms 851, 852, and 853, Affi-

liations Schedules 1, 2, and 3, which shall be filled

in and filed as a part of this return. If the answer

to this question is "no," question (b) need not be

answered.

(b) Did substantially the same conditions, as are

set out in the questionnaire filed for 1922 or prior

years, obtain during the entire calendar year ended

in 1923 ? If the answer to this question

is "no," a statement, setting forth the particulars

in which the situation has changed, should be at-

tached to and made a part of this return. If there

have been substantial changes in stockholdings, a

complete schedule of such changes should be sub-

mitted on Form 853, Affiliations Schedule 3. If there

are companies other than those covered by the ques-

tionnaire for 1922 or prior years which, applying

the tests contained in questions 4, 5, or 6, may have
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come into the affiliated group since 1922, Forms 851,

852, and 853 are required for the entire group for

the taxable period.

(c) Did the corporation elect to file a consoli-

dated return for this and subsequent years ? NO.

(d) Did the corporation file a consolidated re-

turn for the preceding taxable period? NO. If the

answer is "yes," when did such taxable period

begin ?

Predecessor Business.

8. Did the corporation file a return under the

same name for the preceding taxable period? YES.

If not, was the corporation in any way an out-

growth, result, continuation, or reorganization of a

business or businesses in existence during this or the

preceding taxable period? If answer is

"yes," give name and address of each predecessor

business

Basis of Return.

9. Is this return made on the basis of actual

receipts and disbursements? NO. If not, describe

fully what other basis or method was used in com-

puting net income? ACCRUAL.

Amortization.

10. Has amortization been claimed? NO. If the

answer to this question is "yes," state for what year

or years and the amount for each year
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List of Attached Schedules.

11. Enter below a list of all schedules accom-

panying this return, giving for each a brief title and

the schedule number. 5-INVESTMENTS.

AFFIDAVIT.
We, the undersigned, president and treasurer of

the corporation for which this return is made, be-

ing severally duly sworn, each for himself deposes

and says that this return, including the accompany-

ing schedules and statements, has been examined

by him and is, to the best of his knowledge and

belief, a true and complete return made in good

faith, for the taxable period as stated, pursuant to

the Revenue Act of 1921 and the Regulations issued

under authority thereof.

W. M. KECK
President.

W. M. KECK
Treasurer.

J. P. CHANDLER
Secretary.

Sworn to and subscribed before me this 19th day

of February, 3924.

[Seal] ETHEL MAHAFFEY
(Signature of officer administering oath)

Notary Public.

(Title)

My Commission Expires Sept. 25, 1927

[Endorsed] : United States Board of Tax Appeals.

Filed Jun. 14, 1932. [79]
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[Title of Court and Cause.]

PRAECIPE FOR TRANSCRIPT OF RECORD.

To the Clerk of the United States Board of Tax

Appeals:

You will please prepare and certify to the Clerk

of the United States Circuit Court of Appeals for

the Ninth Circuit, within the time provided by the

rules of that Court in this respect, as extended, a

transcript of record for review herein consisting of

the following documents:

1. The docket entries of the proceedings before

the United States Board of Tax Appeals.

2. Petition and amendments thereto.

3. Respondent's answer.

4. Findings of Fact and Opinion promulgated

by the Board on October 24, 1933.

5. The Board's decision entered on October 25,

1933.

6. Petition for review and notice of filing with

acknowledgment of service.

7. Order enlarging time for the preparation of

the e^ddence and for transmission and delivery of

the record not included in record.

8. Statement of evidence as settled and allowed,

including agreement to settle.

9. The agreed stipulation of facts.

10. Exhibit 1 being a certified copy of the

Articles of Incorporation of Keck Investment Com-

pany.

11. Exhibit 2 being a copy of the report of John

R. Roberts. [80]
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12. Exhibit 3 being a summary of advances

shown by the books of the Keck Investment Com-

pany to the Superior Oil Company for the years

1923, 1924 and 1925.

13. Exhibit 4 being a copy of a balance sheet of

the Keck Drilling Corporation for the period end-

ing December 31, 1923.

14. Exhibit f> being a detail of the notes payable

of the Keck Investment Company for the year 1924.

15. Exhibit 6 being a detailed statement of the

drawing account of W. M. Keck as reflected on the

books of the Keck Investment Company.

16. Exhibit 7 being a detailed statement of the

drawing account of Alice B. Keck as reflected on

the books of the Keck Investment Company.

17. Exhibit 8 being a copy of a balance sheet of

the Superior Oil Company for the year 1923.

18. Exhibit 9 being a copy of a balance sheet of

the Superior Oil Company for the year 1924.

19. Exhibit 10 being a balance sheet of the Su-

perior Oil Company for the year 1925.

20. Respondent's Exhibit A being the income

tax return of the Keck Investment Company for

the year 1923.

21. This Praecipe.

Dated : April 16th, 1934, Los Angeles, California.

THOMAS R. DEMPSEY,
A. CALDER MACKAY,

Attorneys for Petitioner,

1104 Pacific Mutual Building,

Los Angeles, California.
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Service of a copy of the foregoing is hereby

acknowledged this 20th day of April, 1934.

ROBERT H. JACKSON,
General Counsel.

Bureau of Internal Revenue,

Attorney for Respondent.

[Endorsed] : United States Board of Tax Ap-

peals. Filed Apr. 20, 1934. [81]

[Title of Court and Cause.]

CERTIFICATE.

I, B. D. Gamble, clerk of the U. S. Board of

Tax Appeals, do hereby certify that the foregoing

pages, 1 to 81, inclusive, contain and are a true

copy of the transcript of record, papers, and pro-

ceedings on file and of record in my office as called

for by the Praecipe in the appeal as above num-

bered and entitled.

In testimony whereof, I hereunto set my hand

and affix the seal of the United States Board of Tax

Appeals, at Washington, in the District of Colum-

bia, this 5th day of June, 1934.

[Seal] B. D. GAMBLE,
Clerk,

United States Board of Tax Appeals.
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[Endorsed]: No. 7544. United States Circuit

Court of Appeals for the Ninth Circuit. Keck In-

vestment Company, a Corporation, Petitioner, vs.

Commissioner of Internal Revenue, Respondent.

Transcript of the Record. Upon Petition to Re-

view an Order of the United States Board of Tax

Appeals.

Filed July 16, 1934.

PAUL P. O'BRIEN,
Clerk of the United States Circuit Court of Appeals

for the Ninth Circuit.


